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RESTRICTIVE TRADE PRACTICES COMMISSION 


Ottawa, March 28, 1955, 


Honourable Stuart S, Garson, Q, C., 
Minister of Justice, 
Ottawa, Ontario, 


Sir: 


We have the honour to present to you the report of the 
Restrictive Trade Practices Commission arising out of an inquiry 
under Section 42 of the Combines Investigation Act into the subject 
of loss-leaders, 


Acting on the recommendation contained in the report of 
the Committee to Study Combines Legislation, in 1952, the Director of 
Investigation and Research commenced a thorough study of the loss- 
leader practice in November of that year, immediately after the 
appointment of this Commission and the coming into force of amend- 
ments to the Combines Investigation Act which made provision for 
general inquiries of this nature, The material collected by him was 
compiled in book form, described in this report as the Green Book, 
and submitted to the Commission on February 16, 1954, 


To secure as complete and accurate information as 
possible from all interested persons, the Commission after due notice 
conducted public hearings throughout the spring and summer in Ottawa, 
Toronto, Montreal, Saskatoon, Edmonton, Victoria and Vancouver, 
with final hearings again in Ottawa in September, 1954, 


Throughout the inquiry the Commission received the ut- 
most in co-operation from all who took part in the proceedings, 
whether in their individual capacity or as representing business, 
consumer or other organizations, We were impressed by the sincerity 
of all who appeared before us and in many instances by the effort and 
obvious care expended in the preparation of briefs, The facts dis- 
closed and arguments advanced throughout the inquiry have afforded 
us great assistance in our endeavour to make a true appraisal ofa 
complex situation, 


In similar vein, the thanks of the Commission are due to 
the country's press and radio, particularly to the press, whose con- 
tinuous coverage of the inquiry, from the publication of the Green 
Book to the close of the Commission's hearings, kept the relevant 
questions before the minds of interested persons throughout the 
country, Without this publicity, it is very probable that some of the 
material brought before us would never have been made available, 


if Oe 


Counsel appointed for the inquiry were Mr, W, N, 
Wickwire, Q.C., of Halifax, and Mr, Paul Gérin-Lajoie of Montreal, 
Their skill, knowledge and experience were of great value throughout 
the hearings, more particularly in eliciting the full purport of 
statements and arguments presented by persons appearing before the 
Commission, 


We desire to express our deep appreciation of the heavy 
and arduous duties performed by the secretary for the inquiry, Mr. 
Roy M, Davidson, whose knowledge of economics and very considerable 


abilities have been made freely and fully available to us throughout 
the hearings and in the preparation of this report, 


Yours faithfully, 


(Sgd.) C, R, Smith 


Chairman 
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CHAPTER I 


ORIGIN AND NATURE OF THE INQUIRY 


1. Investigation Proposed by the Committee to Study 
Combines Legislation 


The origin of this inquiry into loss-leaders in Canada goes 
back to the report of the Commiittee to Study Combines Legislation, 
generally known as the MacQuarrie Committee. This Committee, 
appointed in June, 1950, made an interim report in October of 1951 on 
the particular problem of resale price maintenance. This report held 
that ''the prescription and the enforcement of minimum resale prices 
must be viewed as manifestations of a restrictive or monopolistic 
practice which does not promote general welfare''. The Committee, 
therefore, recommended that ''it should be made an offence for a manu- 
facturer or other supplier: 


? To recommend or prescribe minimum resale prices for his 
products; 
aes To refuse to sell, to withdraw a franchise or to take any 


other form of action as a means of enforcing minimum 
resale prices." 


Representations had been made to the Committee that the 
abolition of resale price maintenance would open the door to widespread 
loss-leader practices. The report stated that the Committee believed 
the loss-leader device to be ''a monopolistic practice which does not 
promote general welfare and therefore considers that it is not com- 
patible with the public interest''. However, the Committee did not 
believe the practice presented any immediate danger. 


Parliament adopted the Committee's recommendation con- 
cerning resale price maintenance by enacting what is now Section 34 of 
the Combines Investigation Act, which came into force on December 29, 
1951. This section forbids a manufacturer or other supplier from 
requiring or inducing, directly or indirectly, any other person to resell 
an article at a specified price or at not less than a minimum price, and 
makes it unlawful for a supplier to refuse to sell or supply an article or 
commodity to any other person for the reason that such person has 
resold or offered to resell the article or commodity at less thana price 
specified by the supplier or has refused to resell or offer for resale the 


oF 


commodity at not less thana specified price. 


In its final report, presented in March, 1952, the Committee 
recommended that the functions previously exercised by the 
Commissioner of the Combines Investigation Act should be divided be- 
tween two bodies: 


(1) An investigation and research agency, 
(2)  Anadministrative board reporting to the Minister ot Justice; 


and that "the 'loss-leader' practice should be referred by the Minister 
for thorough study by the proposed agency and board with a view to 
determining its prevalence and its effects and to recommending to the 
Minister suitable amendment, if necessary, of the Act". 


2. Material Collected by the Director of Investigation 
and Research 


The reorganization in the administration of the Combines 
Investigation Act and related statutes which had been recommended by 
the MacQuarrie Committee came into effect on November 1, 1952, when 
the office of the Commissioner was replaced by the Restrictive Trade 
Practices Commission, whose principal function is that of carrying out 
the Commissioner's former duties of holding hearings and making 
reports, and the Director of Investigation and Research whose duties 
include conducting investigations into possible breaches of the legisla- 
tion, doing research into the problems of competitive behaviour and 
placing the results of such studies before the Restrictive Trade 
Practices Commission. Immediately following this reorganization, the 
Director, with the assistance of certain members of his staff, begana 


detailed inquiry into the question of loss-leader selling as proposed by 
the MacQuarrie Committee. 


The Director's inquiry was pursued with care and thorough- 
ness, seeking to obtain information that would be as complete and 
accurate as possible. As part of the inquiry a number of well-designed 
questionnaires, to which reference will be made from time to time in 


this report, were sent out from the Director's office. These were as 
follows: 


(1) A questionnaire of a general character, sent out, on 
November 4, 1952, toa large number of individual firms, 
to trade associations, and to consumer, labour, co-operative 
and farm groups, covering twelve points relating to the 
nature and effect of loss-leader selling. This will some- 
times be referred to as the twelve-point questionnaire; 


1 ee 


(2) A special questionnaire sent out on June 11, 1953, toall 
grocery and combination (grocery and meat) chain stores 
in Canada; 


(3) A special questionnaire, sent out during the summer of 
1953 to 180 retail druggists in the City of Montreal; 


(4) <A special questionnaire sent out in September, 1953, to 
174 retail dealers in household electrical appliances; 


(5) Questionnaires sent out at different dates during the spring 
of 1953 concerning alleged loss-leader selling of cigarettes 
in the Winnipeg and Vancouver areas. 


The results of the Director's inquiries and general informa- 
tion bearing on the subject of loss-leaders as a merchandising practice 
were incorporated in a book of more than 300 pages and submitted to 
the Commission by the Director on February 16, 1954. For purposes 
of brevity this statement will be referred to in this report as the Green 
Book. In addition, the Commission received from the Director, at this 
time, a substantial amount of material embodying representations in 
connection with loss-leader selling, and also a collection of information 
and opinions on the same subject, which had been assembled during the 
inquiry from a variety of sources, including the trade press, govern- 
mental investigations, government agencies enforcing legislation de- 
signed to control loss-leader selling, studies by economists, etc. It 
was impracticable, by reason of bulk, to include all this material in 
the Green Book. 


The whole mass of material collected by the Director has 
proved to be a veritable mine of well ordered factual information, the 
reliability of which has been confirmed at many points during the 
course of the Commission's proceedings. 


3, Steps Taken by the Restrictive Trade Practices 
Commission 


On March 17, 1954, the Restrictive Trade Practices 
Commission made a public announcement that it had received the 
statement of facts and information (the Green Book) from the Director 
of Investigation and Research and that it was now the Commis sion's 
function to consider this statement, together with such other evidence 
and material as it might obtain, and report thereon to the Minister of 
Justice. 


In its announcement the Commission stated that it would 
begin its study on the basis of the material received from the Director 
and that it would welcome any further evidence or material which 


ey ar 


might be of assistance in its consideration of the dali as which any 
organizations, groups or individuals might = to submit. For this 
purpose the Commission would hold public hearings as soon as those 
who desired to make submissions made their intentions known. The 
Commission indicated further that it was seeking to secure factual 
information and opinion from all parts of Canada relating to all aspects 
of the problem of loss-leader selling, including specific instances of 
the practice, the consequences for merchants using loss-leaders and 
those not doing so, the incidence of the practice in particular trades or 
localities, the effects upon the reputation and acceptance of products 
used as loss-leaders, and upon those supplying or distributing them, 
and the general effects of the practice on consumers and business. 
Views were also sought as to the need, if any, for remedial measures 
and as to the type of remedy. Organizations and individuals wishing to 
make representations were invited so to advise the Commission, indi- 
cating where they wished to appear. A press release of the Commission's 
announcement was sent to the press associations, to 84 daily news- 
papers, to 168 weekly newspapers, and to 56 trade journals. 


On April 2 the Commission sent letters to approximately 500 
individuals and organizations, inviting representations and indicating 
that the inquiry was intended to cover all aspects of the problem of loss- 
leaders, but in particular was concerned with securing accurate factual 
data upon such aspects as: (1) Specific instances of loss-leader selling 
in particular articles or types of merchandise or localities, and their 
duration; (2) General loss-leading practices by particular dealers or 
in particular trades or localities, and the frequency and duration there- 
of; (3) By whom such specific instances or general practices were 
instituted; (4) The effect of the loss-leader selling of a particular 
article upon (a) sales of that article by the dealer using it as a loss- 
leader, during the loss-leader period and afterwards; (b) sales of that 
article by competing dealers who did not use it as a loss-leader, during 
the loss-leader period and afterwards; (c) sales of that article by com- 
peting dealers who met the loss-leader price; (d) sales of other merchan- 
dise by the dealer who made use of the loss-leader, during the loss- 
leader period and afterwards; (e) sales of other merchandise by 
competing dealers who did not use itasa loss-leader, during the loss- 
leader period and afterwards; (f) sales of other merchandise by com- 
peting dealers who met the loss-leader price; (g) the total sales of that 
article in the area affected, during the loss-leader period and after- 
wards; (h) the general sales of products of the manufacturer of that 


article in the area affected; (i) the reputation and acceptance of that 
article among dealers and the consuming public. 


In these letters the Commission also stated that it was 


anxious to obtain as complete expressions of Opinion as possible upon: 
(1) What constituted a loss- 


commonly used as such; (2) 
loss-leader basis with respec 
to articles of the same class 


The percentage of total sales made ona 
t to the particular article and with respect 
Or in the same field of trade; (3) The 


na a 


general effects of loss-leader selling practices upon merchandising 
generally, upon manufacturers, wholesalers, retailers and consumers; 
(4) The effect of changes in the level of business activity upon the use 
of loss-leaders; (5) The need or otherwise for remedies, and if need 
appeared to exist, what remedies might be employed, with their 
probable effect. 


On April 28, 1954, ina press release, the Commission 
announced that for assistance in preparing their briefs, it was mailing 
copies of the Green Book to all those who had indicated an interest in 
submitting their views on the nature and extent of the practice. An 
invitation was again extended to any individuals or organizations 
desiring to appear at hearings to make their wishes known. It was 
indicated that hearings would be held in Ottawa, Toronto, Montreal and 
Vancouver, and might be arranged in other large centres where the 
numbers of those desiring to appear made this course desirable. 


In response to the Commission's invitation many individuals 
and organizations indicated that they wished to appear and make 
representations or give information. The number of those who actually 
appeared at the hearings was considerably less, as many persons and 
organizations who first indicated intention to appear subsequently 
decided not to do so. The Commission expressed its willingness to 
hold hearings in any centres in Canada where the attendance of 
interested persons or organizations would justify the holding of a 
session. After a reasonable time had been allowed for requests to be 
made for hearings, it appeared that briefs would be presented only at 
Ottawa, Toronto, Montreal, Saskatoon, Edmonton, Victoria and 
Vancouver. Some weeks prior to the opening of the hearings in each 
city an announcement was made by press release and letter of the time 
and place of the hearings, and an invitation was again extended to 
anyone interested in making representations so to advise the Commission. 
The dates of the hearings in the various cities were as follows: 
Ottawa, May 19 and 20; Toronto, May 31 to June 4; Montreal, June 7 
to 10; Saskatoon, June 29; Edmonton, June 30; Victoria, July 2; 
Vancouver, July 5to 9. As some organizations had indicated that they 
required more time to prepare submissions, final hearings were held 
in Ottawa from September 13 to 18. An invitation was also given to 
those who had appeared earlier to make a further submission at the 
final hearings if they so desired. 


In all, public hearings were held on 25 days and the trans- 
cript of the proceedings ran to approximately 4,000 pages. Volumi- 
nous exhibits were also filed. The Commission received representa- 
tions at the hearings from 29 organizations or groups and from 24 
individual companies or persons. The number of persons appearing in 
delegations or individually totalled 134. A complete list of appearances 
will be found in the Appendix. 


In the United States, legislative experience in the field of 
resale price maintenance and loss-leader selling has been more wide- 
spread and of much longer duration than in Canada. At the same time 
business ideas and practices in the two countries are similar ina great 
many ways. The Commission, therefore, considered that an authori- 
tative statement of the American situation in these matters would be 
most helpful in our attempt to make an accurate analysis of the 
Canadian scene. Accordingly, invitations to appear at Commission 
hearings were extended to two distinguished American economists, who, 
by reason of extensive studies over many years in various types of 
marketing problems, the results of which had been embodied in their 
various books and writings, were particularly well qualified to discuss 
and explain American experience. 


These two economists, Dr. E. T. Grether, Dean of the 
School of Business Administration at the University of California, and 
Dr. Vernon A. Mund, Professor of Economics at the University of 
Washington, very generously accepted our invitation, Professor Mund 
appearing at the Vancouver hearings of the Commission and Dean 
Grether at the final hearings in Ottawa. It would be difficult to over- 
estimate the value of their practical experience and analytical knowledge 
of developments and tendencies in American business. The Commission 
is deeply appreciative of their keen interest and friendly willingness to 
assist by applying their special knowledge to current merchandising 
developments, the more so because their visits to us were made at 
times when they were under heavy pressure of work from other commit- 
ments. 


All hearings in this inquiry were held in public, and counsel 
were retained to assist the Commission in developing those aspects of 
the various briefs upon which counsel felt the Commission might wish 
additional information, and to assist the parties appearing in making 
the intention and implications of their submissions as clear to the 
Commission as possible. 


The Commission endeavoured throughout to give every 
Opportunity to interested individuals and groups to make representa- 
tions and supply information on any aspect of loss-leader selling. 


CHAPTER II 


REPRESENTATIONS MADE AS TO THE NATURE AND 
INCIDENCE OF LOSS-LEADER SELLING 


1. Definitions of Loss-Leader Selling 


Proposed to the Commission 


From all studies of the problem of loss-leader selling to 
which the Commission has been referred, and from many of the 
representations made to the Commission and to the Director, it appears 
that a major difficulty in approaching the examination of practices 
alleged to involve loss-leader selling, is to obtain a clear description 
of the forms of selling which would unmistakably constitute sucha 
practice, and not merely active price competition. Indeed a satisfac- 
tory definition is so elusive that a number of those appearing before 
the Commission stated that they did not know how loss-leader selling 
should be defined (p. 1828) ,“ or that there was no point in trying to 
define it (p. 3452), or that it cannot be defined (pp. 1052, 3982, 4300). 
In a recent book entitled ''The Economics of Resale Price Maintenance", 
B.S. Yamey, Reader in Economics, University of London, referred to 
the problem in the following terms: 


"There are many different definitions of loss-leader or leader 
selling. Thus it has been defined as sales below invoice cost, sales 
below invoice cost and an unstated share of general overheads, sales 
at prices which do not carry 'their share of overhead costs,' sales. 
that do not achieve a 'full mark-up!', and sales below ‘established 
prices'. In this study it is not necessary to attempt to unravel the 
confused tangle of terminology or to add another strandto it. Here 
the term will be used to denote 'selective' as contrasted with 
'general' price-cutting, since all definitions imply that price reduc- 
tions of the loss-leader variety are limited to a few articles ina 
large assembly of merchandise. However, it may be pointed out 
that in practice the term 'loss-leader selling' is often used as an 
expression of disapproval rather than as a description of a readily 
recognizable phenomenon." 


In the representations made to the Commission the definitions 
proposed may be roughly divided into two categories, depending on 
whether the emphasis in the definition was in terms of the purpose of the 
price-cut or whether it was in terms of the extent of the price-cut. 


* Page references throughout this report, unless otherwise indicated, 


are to the transcript of the Commission's hearings. 
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In its brief Canadian General Electric Company Limited 
stated (p. 852) that some notion of intent was usually associated with 
the practice of loss-leader selling. It was suggested that the intention 
may be to create the impression that everything sold by the retailer is 
sold at a corresponding bargain or merely to attract additional traffic 
in order that other merchandise providing a higher markup may be sold, 
or simply to increase over-all sales volume, or to retaliate against 
the price-cutting of a competitor, or to embarrass a manufacturer or 
distributor for some real or fancied fault. 


One of these aspects was singled out in the definition given 
by the Canadian Manufacturers! Association (9. 112) when it stated that 
the price of an article used as a loss-leader is fixed, not from the point 
of view of making a profitable sale of that article, but for the purpose 
of bringing people into the store so that profits may be made on the sale 
of other articles. It was pointed out that under this definition, loss- 
leader selling would involve a fairly substantial price-cut and would not 
apply to articles repeatedly or commonly sold for merely slightly less 
than some standard price. Aside from the fact that changing conditions 
frequently force retailers to sell particular items below their normal 
markups, even though the items are not being used as "leaders", the 
difficulties which this raises are immediately apparent when the point 
is rephrased as it was in another definition proposed to the Commission. 
In that instance it was stated (p. 544) that the purpose of a loss-leader 
is to attract buyers into a retail store in order to bring other merchan- 
dise to their attention. Whether the use of a loss-leader in this sense 
is less desirable than advertising or other forms of sales promotion is 
a question that immediately comes to mind. 


The major difficulty with a definition along these lines 
however springs from the interdependence of prices in modern merchan- 
dising in which large assemblies of merchandise are common. The 
point is clearly made by Seligman and Love at pp. 123-124 in their book 
"Price Cutting and Price Maintenance"; 


"The business man, indeed, acts in general in order to 
secure a profit, and in this sense profits are a condition of price. 
But by profits must be understood the profits of the business as a 
whole, and not necessarily the profits of the business in detail. 
Profits as a whole may be compatible with losses in detail. In the 
practice now before us, the ultimate objective of profits as a whole 
depends upon immediate losses of a particular kind. How is this 
possible? 


In the first place, it must be remembered that few producers 
limit their output to a single product. Most manufacturers, anda 
still greater proportion of distributors, whether wholesale or 
retail, deal in their ordinary course of business witha large number 
of articles. Even the automobile agency which is limited to one 
particular make of car, not only carries different models in stock, 
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but usually engages in the used car business, sells parts and, 
perhaps, conducts a banking enterprise. The pricing policies in any 
one of these branches is necessarily formulated in a way which will 
not react unfavorably on the remainder of the business. But from 
this comparatively simple type, where only a small number of 
different products are sold, there is a gradation to the most compli- 
cated forms of enterprise, culminating in the large department 
stores with their thousands of products, and with the mail-order 
firms with their tens of thousands. Nowadays a firm does not have 
to be a large one to deal ina great variety of products. Evena 
modern drug store ina small town can carry a large number of drug 
items. A wholesale hardware merchant recently increased his busi- 
ness materially by the reduction of items carried by him from 
15,000 to 7,000. Under the conditions created by this astounding 
multiplicity of items, it is scarcely surprising that business men 
look for the effect which a given price ona single article may exert 
upon the remainder of the business quite as muchas they consider 
the result of selling the particular article at a price which will net 
them a profit. Modern business, in other words, is a composite 
phenomenon, and the prices of all the articles dealt in must be 
considered primarily as interdependent prices. If the volume of 
sales of a few thousand items appears to be at stake, it may be good 
business for a distributor to sacrifice his profits on a single item 
and perhaps even to sellata loss... ." 


A purpose of a more predatory character was suggested in 
a number of the briefs submitted to the Commission. It was said (p. 559) 
that the object of loss-leader selling was not simply to improve the busi- 
ness of the dealer engaging in the practice but to undermine that of his 
competitors. The result intended was to drive a number of these 
competitors out of business, with the expectation that prices could then 
be raised to recoup the losses incurred and obtain high profits there- 
after. Some of the briefs stated that the small operators in the business 
were the intended targets of loss-leader selling. It was suggested 
(p. 3172) that the situation was similar to geographical price discrimi- 
nation, where a multiple unit enterprise might cut prices in one com- 
munity while maintaining them elsewhere, in order to drive competitors 
out of business, the difference being that in the case of loss-leader 
selling the intent was to drive competitors out of business by the selec- 
tive price-cutting of some articles in the retailer's assembly of 
merchandise. 


{t was in this direction that the Canadian Association of 
Consumers felt that a definition of loss-leader selling should be sought. 
Its brief stated (p. 1732) that the Association was unable to present a 
survey of consumer opinion on loss-leader selling because of the con- 
fusion existing in the trades affected over the meaning of the expression, 
and suggested that all too often the term loss-leader is applied to what 
the Association regards as healthy price competition. This group quoted 
the following view expressed in the Report of the Royal Commission on 
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Price Spreads: 


"We suggest that practices should be prohibited as unfair 
which are characterized by bad faith, fraud, misrepresentation, 
or oppression; which are resorted to for the purpose of destroying 
competition or eliminating a competitor; which facilitate the 
development of monopoly; or which destroy fair competitive oppor - 
tunity and prevent the survival of those who can organize and carry 
on the production of goods most efficiently." 


The Association said that the only meaning the consumers 
group could give to loss-leader selling was the adoption by a financially 
stronger competitor of a policy of selling at a loss, as a means of 
putting a weaker competitor out of business. Since all means of elimi- 
nating competitors except those of offering better services or superior 
goods were against the best interest of the consumer, it was said that 
where loss-leader practices created small monopolies in local trades, 
thus reducing the public's freedom of choice and exposing it to monopoly 
prices, they should be curtailed. It was suggested that any prolonged or 
systematic price-cutting, where reasonable profits were foregone with- 
out adequate explanation, should be suspect as an attempt to create a 
monopoly. However, the Association added the caution that loss-leader 
selling would not include the lowering of regular prices on special 
articles as a result of savings accruing from ordering in large quantities 
or selling in great volume, nor would it include the low prices made 
possible by types of operations which involved low overhead costs. 


A major problem however with a definition based upon 
intention to eliminate competitors is that recognition of the practice 
then largely depends upon a subjective standard which makes analysis 
extremely difficult. The problem is compounded when the question of 
regulation is considered, which is no doubt what led Professor Mund 
to express the view that in the field of business regulation, what has to 
be studied is business practices and their effects, leaving aside the 
question of motives (p. 3199). A similar point was made to the 
Commission by DeanGrether (p. 3270) who stated he did not like to see 
attempts made to prohibit something called loss-leader selling in 
general terms. Among his reasons was the fact that it was very diffi- 
cult to define loss-leader selling in such a way as to be sure that the 
regulation dealt only with detrimental practices. He pointed out that, 
unless an arbitrary concept was used, a good portion of the analysis 
involved a rather subtle interpretation of the intent of the user, which 
made it very difficult to segregate something called loss-leader selling 
from normal aggressive price competition. The Co-operative Union af 
Canada (p. 3755) also expressed doubts about the usefulness of a defini- 
tion of loss-leader selling based on intent. It was suggested that 
whether an article was used merely as a leader or whether it was 
actually used as a loss-leader, in each case the hope of the user of the 
device was to attract more customers into the store. It was said that 
it was not very helpful to introduce the idea that the device must be used 
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for the purpose of injuring competition or competitors, because ifa 
retailer is successful in using any competitive practice to attract more 
business, this cannot help but have an adverse effect on his competitors 
to a greater or lesser extent. 


In the definitions of loss-leader selling which gave emphasis 
to the extent of the price-cut, the price below which it was argued an 
article could not be sold without being considered a loss-leader, ranged 
through the entire gamut from the manufacturer's suggested retail price 
to the lower of invoice or replacement cost. 


Canadian General Electric Company Limited stated (p. 853) 
that everyone would agree that whena retailer featured a recently 
acquired product at a price below his net purchase cost, he was using 
the product as a loss-leader. However, the Company was not satisfied 
with this definition, nor with a definition which would consider the 
practice to exist only when the retailer sold below his acquisition cost 
plus a markup to coverhis operating expenses. The Company 
contended (p. 854) that characte ristics which particularly affected the 
small appliance business made it possible for some retailers, by 
selling at a low markup over cost to cash in on the efforts of other 
retailers, and therefore any deviation from the manufacturer's suggested 
retail price should be considered loss-leader selling. This was also 
the view of Sunbeam Corporation (Canada) Limited (p. 121). Drug 
Trading Company Limited took a similar position (p. 352) in suggesting 
that there is no adequate definition of loss-leader selling, but that any 
sales below the manufacturer's suggested price could be said to be 
_ price-cutting or loss-leading. 


The Allied Beauty Equipment Manufacturers! & Jobbers' 
Association took the position that articles sold at an actual loss to the 
- vendor constituted an extreme case'‘of loss-leader selling, the more 
common case being the sale of articles at less than the usual markup. 
Similarly the National Council of the Baking Industry stated (p. 140) 
that the selling of bakery products ata price which reflected less than 
the full recovery of all costs plus a normal average markup should be 
suspect. They would exclude staling products from the definition and 
also suggested that factors such as turnover would have to be taken 
into account in determining in a given situation whether loss-leader 
selling was in fact taking place. Recovery of the vendor's average 
markup was also proposed (p. 405) as the criterion for determining the 
existence of loss-leader selling in other representations. 


The Canadian Wholesale Hardware Association urged 
(p. 453) that loss-leader selling should be considered to exist when an 
article was sold at a price which did not cover the average operating 
expenses of dealers in the trade where the product was most commonly 
sold. Another definition was proposed which would regard the consis- 
tent selling of a product below the price required to cover the average 
cost of doing business in the trade as loss-leader selling. In this 
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definition exceptions were admitted for articles sold at low prices to 
correct an overstocked position, or because the dealer was going out 
of business (p. 2574). Other presentations also provided for an 
exception being made in the case of articles sold below cost, where 
this was necessary to correct an overstocked position (p. 754). 


A variation of this definition would regard as a loss-leadera 
product sold at a price insufficient to cover the operating costs of 
retailers competing with the vendor (p. 3039). In this connection, the 
suggestion was made that although the sale of a product ata particular 
price might not constitute a loss-leader for one retailer, it might bea 
loss-leader for another retailer who met the price, and was just as 
efficient, but who was unable to buy as advantageously (p. 3994). This 
last suggestion involves the rather curious argument that a reduction for 
the sole purpose of meeting a competitive price is loss-leading, or 
alternatively, that the initiating retailer, though not selling at a loss 
himself, is loss-leading because he, in effect, forces the other retailer 
into selling ata loss. 


One definition suggested that when a product was sold below 
the manufacturer's lowest selling price available to the trade plus the 
vendor's average cost of doing business it should be regarded as a loss- 
leader (p. 3460). An exception was suggested for the sale of staple food 
products which traditionally carried a low markup, generally recognized 
as being lower thana retailer's average cost of operation, but which were 
not considered loss-leaders because of their rapid turnover (p. 3492). A 
somewhat different definition proposed in a number of briefs suggested 
that loss-leader selling was involved in the sale of any merchandise at 
a price equal to or less than the laid down cost plus the vendor's 
average overhead (pp. 546, 908, 1288). 


In Dean Grether's view (p. 3272), any attempt to base the 
definition of loss-leader selling on the average cost of operation is 
objectionable because it implies that an article should carry average 
costs, which he said obviously was not true in that there are marked 
variations in the costs of handling and selling different articles in the 
Same store. At page 5 of the Green Book the following comments, to 
the same effect, are found: 


"The difficulty encountered by definitions that identify as 
‘loss-leaders' all items sold below the 'average! mark-up for all 
products in the dealer's assembly of goods, is that, ona purely 
mathematical basis they throw into the 'loss-leader' category all 
items sold below the average mark-up without regard to faster 
rates of turnover, lower handling costs and other factors that 
might justify lower than average mark-ups. In the grocery field, 
in particular, a number of the major staples are sold at mark-ups 
that are substantially below the average for all lines handled. Under 
such definitions this important group of products, which generally 
have a fast turn-over, would fall into the 'loss-leader' category." 
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It was suggested by another witness (p. 3162) that a loss= 
leader is anarticle sold below the cost of acquisition plus the markup 
necessary to provide a reasonable profit in the handling of the parti- 
cular article. This submission also pointed out that handling costs vary 
from article to article. 


Canada Safeway Limited also pointed out that in many cases 
quite a satisfactory profit can be made on an item that sells at substan- 
tially less than the average markup for all items handled, particularly 
if the item is one which has a rapid turnover. They further contended 
that a product cannot be a loss-leader unless a real loss is involved. 
They therefore proposed, as a definition of a loss-leader, a sale made 
at a price below the lower of invoice or replacement cost with the 
purpose of injuring competition or misleading customers. This defini- 
tion would except selling at a low price when a product or line is being 
discontinued, or in order to clear seasonal, perishable or dama ged 
goods, or to meet competition. 


Another definition proposed in several submissions, 
including that of the Canadian Retail Hardware Association (p. 3658) was 
that the term loss-leader should be used to refer to a product sold ata 
price below the laid-down cost for retailers competing with the vendor 
(pp. 1006, 2481). 


A number of the briefs defined loss-léader selling as the 
practice of selling goods below the cost of acquisition to the vendor 
(pp. 609, 766, 2452, 3754). Dean Grether thought that this was the 
definition which had been most widely employed (p. 3271). He defined 
a leader as any article which was featured with the intent of selling not 
only that item but other merchandise as well, and suggested that 
whether in a given situation the leader was alsoa loss-leader was a very 
difficult question of fact (p. 3317). He suggested that when a retailer 
advertised a product at 10% less than the usual ma rkup, the retailer 
might get enough business on that article alone to make the price reduc- 
tion profitable. Then the question of how much additional business on 
other merchandise the retailer enjoyed, which he otherwise would not 
have got, had to be considered. Also the fact that the cost of handling 
a given item depends on the volume of business done must be considered 
because up toa point, stepping up volume always tends to reduce costs. 
Finally, beyond the acquisition cost and any other direct cost attributable 
to a given article, the allocation of costs to any department, and more so 
to any article in the dealer's assembly, must vary with judgment and may 
be entirely arbitrary. Dean Grether therefore suggested that whether 
or not an item was a loss-leader depended upon the percentage of 
reduction below normal, the manner in which costs were allocated and 
the extent to which the volume of sales of the featured article and of 
other merchandise was affected. In Dean Grether's view, if the retailer 
continued reducing the price, he would reach a point where the product 
was clearly a loss-leader, but this point could not be defined with 
certainty, short of a sale below acquisition cost. 


55990—33 


am Bibra 


It was also the view of Professor Mund (p. 3172) that the 
problem of loss-leader selling centred on the sale of a product below 
the seller's net acquisition cost, because, as he said, it was too diffi- 
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cult to determine costs of operation, because the cases which were really 


injurious to society or to other business men were those cases in which 
sales were made below laid-down cost, and because the question of 
markup over acquisition cost was a matter of business policy, similar 
to such questions as the amounts which should be invested, or produced 
or sold, questions which, ina free economy, should be left to the busi- 
ness man and not dictated by anyone else (p. 3174). 


Several briefs (pp. 1208, 2627) emphasized another aspect 
of the question by giving prominence in their definitions of loss-leader 
selling to the price-cutting of an article which the vendor did not 
normally stock. In these submissions this form of promotion was 
characterized as a particularly predatory practice, even by one witness 
who regarded the selling of an article at or near landed cost for the 
purpose of creating traffic as merely providing the consumer with an 
honest bargain. 


The question of premiums was introduced into the definition 
of loss-leader selling in several presentations, one of which (p. 1637) 
suggested that, while frequently the term loss-leader referred to the 
sale of an article below laid-down cost, usually it meant much more 
than this and included the practice of giving away one article with the 
purchase of another article of greater value. 


The British,Columbia Division of the Retail Merchants 
Association of Canada introduced another complicating factor into the 
definition of loss-leader selling, in stating (p. 2630) that it was a form 
of advertising, promotion or traffic stimulation which did not differ 
materially from other promotional activity which was also deceptive or 
predatory. In this group's opinion the problems of loss-leader selling 
and those of certain kinds of misleading advertising were inseparable, 
and the effects of such practices were equally bad. Other representa- 
tions concurred in this view, or at least included in their definitions of 
loss-leader selling the advertising at cut prices of products which the 
dealer did not have on hand or which he was unwilling to sell (p. 607). 
On the other hand, it was the opinion of Dean Grether (p. 3271) that it 
was important to draw a distinction between the practice of loss-leader 
selling and the practice of bait selling, which he defined as the adver- 
tising of a product at a price reduced below normal with no intention of 
having sufficient supplies to meet demand. He suggested that bait 
selling was deceitful and might well be prohibited. 


In the questionnaire which the Director sent out on 
November 4, 1952, to a large number of individual firms, trade 
associations, consumer, labour, co-operative and farm groups, the 
first question asked read as follows: 
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''What precise definition (or definitions) of the term ‘loss- 
leader! do members of your organization employ. If any of these 
involve the matter of 'cost', please indicate clearly what type of 
cost is meant, e.g., invoice cost, specific handling costs, average 


handling -costs,etc.,." 


Altogether, 111 replies were received which dealt more or less compre- 
hensively with the questionnaire although not all of them attempted to 
answer every question. The answers to the question set out above 
demonstrated an even greater diversity of opinion than the definitions 
proposed to the Commission during its hearings, although the main 
points raised were very similar. 


The second question asked, in the twelve-point question- 


naire read: 


"How the 'loss-leader! practice can be distinguished from 
such well recognized merchandising practices as the clearance of 
damaged goods, surplus stocks and end-of-season stocks; one-cent 
sales; price :eductions on new goods to introduce them to the 
market; price reductions that reflect differences in costs of goods 
and in operating efficiency; and price differences that reflect 
differences in the method of marketing (as super-markets and drug 
stores selling the same product)."' 


The purpose of this question was to find out how in fact, one type of 
price reduction -- a loss leader, could be distinguished from other types. 
Some of the replies received attempted to distinguish the practice by 
defining the goods commonly used as loss-leader, others by defining the 
types of goods which would not be so used. Another distinction given 
was that the object of the loss-leader was to attract buyers to other 
goods, whereas "legitimate" bargain sales were intended to correcta 
specific condition relating to the goods on sale. Another suggestion was 
that the main difference between loss-leader selling and more orthodox 
special sales was the misrepresentation associated with the former. 
Other suggestions dwelt on the regularity of advertising said to be 
associated with loss leaders. Another distinction drawn was that loss- 
lgadensewere soldsataaareducedamarkup during) theehest)seagon for the 
goods. One reply sugge sted that the method of advertising used was the 
only way to distinguish loss-leaders from sales of damaged goods, 
surplus stock, etc., because merchants usually referred to the latter as 
''shop-soiled'', "left-overs" etc. One distinction suggested was that 
fewer items were involved in any one loss-leader sale than was the case 
with other 'sales''. Some replies merely asserted that loss-leader 
selling could be distinguished from clearance of damaged goods, surplus 
stocks, end-of-season stocks etc., without elaboration. One reply 
suggested that it would be a simple matter for someone in the retail 
business to distinguish such practices, but that it would be a difficult 
matter for someone not familiar with retailing. Other replies said that 
there was little difference among the practices referred to or that it 


Se 


was impossible to distinguish them. 


2. Comments of the Commission on the 
Problem of Definition 


From all of the foregoing, the one fact which stands out is 
the complete lack of agreement among business men as to the meaning 


of the term loss-leader. This remarkable divergence of opinion appears 


to arise partly from the varying impact of price reductions upon dif- 
ferent kinds of business and partly from difficulties inherent in any 
attempt to formulate a definition to describe a condition of competitive 
selling rather than a practice of any exact character. In this connec- 
tion, it is noteworthy that the report of the MacQuarrie Committee did 
not attempt a complete definition of loss-leader. It simply described 
the loss-leader device as "an aggressive weapon designed to attract 
customers for a whole range of goods by a particular type of selective 


and excessive price-cutting'’. The report then continued: "Usually a 
well-known brand is used as ‘loss leader' and it is sold at a price which 
has no direct relation to cost and may even result ina net loss''. While 


this description does not amount to a precise definition, it does set 
forth in a general way what the Committee had in mind when it referred 
again to the device as ''a monopolistic practice which does not promote 
general welfare and. . . is not compatible with the public interest". 


The various descriptions which have been given of loss- 
leader selling in the submissions made during the inquiry have been 
studied intensively by the Commission because the task of discussing 
a problem and reaching intelligent conclusions upon it is simplified if 
one has a clear-cut picture of the thing one is dealing with. If there 
are conditions which it is represented require remedial action by way 
of legislation, the matter of an adequate description becomes even more 
important. 


It would seem that, grammatically, and in theory, the term 
loss-leader as applied to a merchandising practice, involves two 
elements. Inthe first place, the article must be sold at a price which 
results in a loss to the seller. In the second place the practice must be 
intended to draw or lead customers into the seller's place of business, 
usually in the expectation that profitable sales of other products will be 
increased thereby. If a selling practice does not include both of these 
elements, it cannot, strictly speaking, be described as loss-leader 
selling. Thus, end-of-season clearances, disposition of broken lines, 
sales of overstocked goods, sales to raise money to meet urgent cash 
requirements, and all similar cases where the purpose is primarily to 
dispose of those goods, and not to increase the seller's general sales 
volume, would not appear to be instances of loss-leader selling, even 
though they may result ina loss to the seller. 
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If, in addition to or instead of obtaining an increase in pro- 
fitable sales of other products, the purpose of the practice is to injure 
competitors of the seller or drive them out of business, it may be an 
oppressive trade practice, monopolistic in character. It is oppressive 
if, by reason of financial strength, size of operations or other circum- 
stances, the seller is able by such means to cause material prejudice 
to smaller and weaker competitors. This is the most extreme form of 
loss-leader selling, and one about which there is no difficulty in 
reaching the conclusion that it is detrimental to the public. 


In seeking to understand the nature and extent of loss-leaders 
the Commission has faced one of its most difficult tasks in trying to 
find a basis for deciding what meaning should be given to the term 
''loss'' in the context of loss-leader selling. The simplest and most 
obvious meaning of that expression is a selling price that is below the 
delivered cost to the seller. Any sale on sucha basis is clearly a sale 
ata loss. But, in most of the suggested definitions of loss-leaders that 
were proposed to the Commission, such a meaning was regarded as being 
too narrow. No dealer can operate without expense. It costs him some- 
thing to handle and sell even the smallest article. Consequently a 
retail price which merely returns to the dealer the amount that he paid 
for the article necessarily results in some loss to him. The difficulty 
is to find any reliable rule for determining in any particular case how 
much the dealer requires above the delivered cost to him in order to 
avoid an actual loss on the sale. 


Depending on their approach to the whole question of loss- 
leaders, organizations and individuals making repre sentations to the 
Director and to the Commission proposed various rules for determin- 
ing the price (above delivered dealer cost) below which a sale should be 
regarded as being ata loss. These included (among others) a price 
that was less than delivered cost plus: 


(a) a fixed percentage markup, 
(b) the average cost of doing business in the particular trade, 
(c) the particular dealer's average cost of doing business, 


(d) a full normal markup. 


They also included: (e) a sale below "the established price" for the 
article. In our opinion, none of these rules would prove satisfactory 
either in theory or practice. The last two ( (d) and (e) ) would 
effectually eliminate all competition in price. The two that require the 
average cost of doing business ( (b) and (c) ) to be included in the selling 
price make no allowance for the very wide differences in selling costs 
that are found between articles in the same trade or industry. One 
article may require a good deal of handling or servicing. It may be 
bulky. It may require packaging or special wrapping, or delivery 
services. It may take up considerable space inthe store. It may bea 
slow selling article. It may require advertising and selling effort. It 
may be sold on instalment payments, requiring the financing of the 
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unpaid balance of the price. Another article may be small and light in 
proportion to its value. It may require no packaging or wrapping or 
delivery service. It may have a very rapid turnover. It may be largely 
pre-sold by the manufacturer's advertising or by its own reputation. 

It may be sold only for cash. Inthe first set of circumstances a high 
markup over the dealer's delivered cost may be necessary to cover all 
the above costs or expenses of handling and selling. In the second set 
of circumstances a quite low markup may yield a quite satisfactory 
profit to the dealer. In the first set of circumstances a markup of 40% 
may not be sufficient. In the second a markup of less than 10% may be 
quite adequate. These wide variations in dealer's costs make any rule 
based on average business costs quite unrealistic. 


A rule requiring in the dealer's selling price the inclusion of 
average costs of doing business ( (b) and (c) ) is subject to further 
objections. If the average cost in the particular trade (b) is applied, no 
allowance is possible for variations between individual dealers! costs 
of doing business. For one reason or another, e.g., location, lower 
rent, smaller staff, greater efficiency, one dealer's average costs may 
be substantially lower than another's. Is there any good reason why he 
should not be allowed, if he wishes to do so, to pass onto his customers 
some part or all of this advantage, thereby quite probably increasing 
his own sales volume and total profits? The rule, if applied strictly, 
would mean that all dealers in the trade would be required to sell all 
articles at the same minimum percentage markup. In the Commission's 
Opinion, any such rule would be quite alien to the concept of a free 
competitive economy. Allowing certain special exceptions, e.g., for 
distress eelling or end-of-season clearances, in no way obviates this 
fundamental objection in principle. 


If the average costs of the particular dealer (c) are applied, 
price competition based on variations between individual dealers' 
costs is possible, but there is still the fundamental objection that the 
individual cannot make distinctions in markup based upon variations in 
his own costs of handling and selling different articles. As pointed out 
above, under certain conditions a 10% markup on one article may result 
in a satisfactory profit over and above the dealer's costs, while on 
another article, subject to other conditions, a markup of as muchas 
40% may not even cover the dealer's costs. Sucha dealer's average 
costs (for all products. handled by him) may well be equal to an average 
markup of 20% or more. The Commission can see no good reason why 
a dealer who can profitably sell a certain product at a markup of 10% 
should be required to sell it at a markup of 20%. 


None of the evidence submitted to the Commission suggests 
that there is any trade in which it is customary for dealers to take the 
same markup on all products handled by them. There are many reasons 
for variations in markups in the same trade, and the Commission is 
confident that in practice (as would be expected in theory) one of those 
reasons is found in variations in the comparative costs of handling and 
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selling different products. 


A rule requiring a fixed minimum percentage markup on 
delivered dealer costs would be very cumbersome and, in the Commis- 
sion's opinion, would be impracticable. The cost of doing business 
varies as between individual dealers, and between different products 
handled by the same dealer, as mentioned above. It also varies between 
trades (cf., the grocery trade with the drug trade). It varies in the 
same trade from one period to another (cf., the grocery trade in 1954 
with the same trade thirty years ago). In the Commission's view, to be 
in accord with competitive principles, any such minimum percentage 
markup must be low enough that no products can be handled profitably 
at a lower level. To be effective against loss-leading, it must be high 
enough to ensure that high cost articles sold at or above that markup do 
not result ina loss to the dealer. In short, in order to function effec- 
tively and competitively as required in the public interest, a minimum 
percentage markup must vary between different products, between 
different dealers, between different trades, and between the same trade 
at different periods. The problem of determining what the varying 
markup should be under all these multifarious circumstances does not 
lend itself to a practical solution. In addition there would be the problem 
of providing for necessary exceptions to afford flexibility from the view- 
point of internal management of a business and also from the viewpoint 
of meeting competition from other sellers whose costs or stock position 
may provide a basis for lower prices. 


It seems clear that any minimum percentage markup estab- 
lished by law must, for the reasons just described, to a great degree 
be an arbitrary one. In so far as this is so, a rule involving such a 
markup is objectionable. 


Referring again to the idea of ''purpose", which is implied in 
the word "leader'', clearly only oppressive or monopolistic purposes 
should be restrained by law. However, since dealers very seldom 
declare an illegal purpose, since price reductions often result from 
complex motives, and since a valid explanation can generally be alleged 
for them, there are obvious difficulties in the practical application of a 
definition of loss-leaders which includes an illegal purpose of which 
proof would be required. In any event, the Parliament of Canada has 
already dealt with this problem in Section 498A of the Criminal Code, 
the relevant portions of which read as follows: 


"498A. (1) Every person engaged in trade, commerce or 
industry is guilty of an indictable offence and liable on conviction 
to a fine in the discretion of the court or to imprisonment for a 
term not exceeding two years or to both, who 


(b) engages ina policy of selling goods in any area of Canada 
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at prices lower than those exacted by such seller elsewhere in 
Canada, having or designed to have the effect of substantially 
lessening competition or eliminating a competitor in such part 
of Canada; 


(c) engages ina policy of selling goods at prices unreasonably 
low, having or designed to have the effect of substantially 
lessening competition or eliminating a competitor. 


" 


These provisions have been carried forward into the new Criminal Code, 
which comes into force on the lst day of April, 1955, without material 
change. They are found in Section 412(1) of the new Code. 


It is to be noted that the language of these sections includes 
within the offences both sales which have the effect of substantially 
lessening competition or eliminating a competitor, and sales designed 
to have that effect. 


An attempt to secure an exact definition of loss-leaders is 
further complicated by the widespread and growing practices in certain 
trades of accepting ''trade-ins'' as part payment, and offering premiums 
and coupons to buyers. 


In the end, the Commission has reached the conclusion that 
there are so many variables and qualifications expressed or implied in 
all the descriptions of loss-leaders which have been submitted in the 
inquiry that no one description could be abstracted which would be valid, 
even in theory, and that in any event such a definition would prove im- 
practical if applied. 


On the other hand, the primary practical function of this 
inquiry has been to ascertain what practices, alleged to be of the general 
nature of loss-leaders, exist in Canada, in what industries and with 
respect to what products and geographical areas they are found, how 
frequently they are employed, what portion of the trade in different 
industries is affected thereby, to what extent they are detrimental to 
the public interest, and what remedies, if any, are desirable. These 
practical questions may be pursued usefully without dependence upon a 
definition. 


The two extremes of practices that have been described as 
loss-leading would appear to be the following: 


(1) A practice of selling below cost for the purpose of destroying 
competition or eliminating competitors, 


(2) Any sale below the established price or below the manufac- 
turer's suggested list price. 
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With respect to (1) the Commission has no difficulty in con- 
cluding that any such practice would be monopolistic in character and 
clearly detrimental to the public interest. 


With respect to (2) the Commission cannot agree that a sale 
constitutes a loss-leader or that it is detrimental to the public merely 
because it is made at a price lower than the established or manufac- 
turer's suggested price. 


Many selling devices or practices falling between the above 
two extremes were cited to the Commission (and previously to the 
Director of Investigation and Research) as constituting loss-leaders. 
The Commission has studied all such devices or practices and all repre- 
sentations concerning them in its search for answers to the practical 
questions outlined above. 


3. Products Said to be Affected by Loss-Leader Selling 


Some of the representations made to the Commission referred 
to this subject in the following terms: ''There is abundant evidence at 
the present time of 'extreme forms of price-cutting' which are ‘not 
compatible with the public interest'' (p. 49); ''the abolition of price 
maintenance by the Government has thrown all lines of business into a 
most chaotic condition" (p. 2540); "conditions in retail trade are 
chaotic" (p. 2544); ''there is ample evidence . . . of chaos in the retail 
trade'' (p. 2644). On the other hand, the opinion of the Retail Merchants 
Association of Canada Inc. was that instances of loss-leader selling had 
been negligible from the time this inquiry was proposed and throughout 
the period of the Commission's hearings. The Co-operative Union of 
Canada said it was difficult to see that the present levels of loss-leader 
selling were very injurious. The Canadian Association of Consumers 
argued that most cases of loss-leader selling cited to the Commission 
did not involve predatory price-cutting but only a conflict between those 
retailers who chose to do business on low markups and rapid turnover, 
and those who could not or would not use the same system (p. 3906). 
Speaking of economic conditions which might influence selling practices 
Dean Grether said (p. 3290) that with the exception of conditions of deep 
depression when very little could be moved under any type of endeavour, 
the selling of merchandise below net acquisition cost involves a very 
insignificant amount of merchandise. 


In the replies received to the Director's twelve-point question- 
naire, the chief characteristics of goods commonly used as loss-leaders 
were said to be that they were either branded or staple articles of known 
value. The staple goods most commonly used in this fashion were goods 
that were purchased repeatedly by consumers and which were already 
low in price, making it easy to attract customers to them. The branded 
goods most commonly used as loss-leaders were those products which 
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had already achieved a position of widespread public acceptance, and 
which bore the best known brand-names, since with such goods price 
reductions would not mean to the public a cheapening of quality; goods 
also which were widely advertised and sold in large volume, and parti- 
cularly those which bore the manufacturer's catalogue numbe:s, which 
made price comparisons a simple matter for shoppers. From the 
replies to the questionnaire, which numbered more than 100, it was 
apparent that the only fields in which loss-leader selling was felt to be 
significant were the grocery field and the electrical appliance field. In 
the representations made directly to the Commission, it was also 
apparent that loss-leader selling was felt to be most severe in those 
retailing fields which handled electrical appliances and grocery products, 
including cigarettes, though reference was made by some witnesses to 
other fields as well. In the replies to the twelve-point questionnaire, 
loss-leader selling was thought to be non-existent or at least not of any 
real consequence in the fields of dry goods, cotton and woollen knitted 
wear, men's wear, women's wear, full-fashioned hosiery and shoe 
retailing. 


Electrical Appliances. With respect to appliances, the fol- 
lowing articles among others were specifically mentioned during the 


hearings as having been used frequently as loss-leaders: electric 
kettles, irons, floor polishers, mixers, shavers, toasters, grills, and 
vacuum cleaners and also larger appliances, e.g., television sets, 
electric stoves, electric refrigerators and electric washers. Automatic 
clothes dryers, automatic dish-washers, and dispose-alls, were singled 
out by some witnesses as products in the appliance business on which 
there had been no loss-leader selling, because, as it was argued, they 
had not yet gained broad public acceptance (p. 915). It was the opinion 
of the Canadian Manufacturers' Association that the most comprehensive 
evidence of extreme forms of price-cutting was found in the appliance 
business (p. 71). The Canadian Association of Radio & Appliance 
Dealers (Victoria Branch) stated that almost every electrical appliance 
had been deeply price-cut in the past two years, andthey referred 
particularly to General Electric kettles, irons and polishers, and to 
Sunbeam Mix-Masters (p. 2569). They submitted, however, that price- 
cutting had been general on certain smaller appliances and spasmodic 
on others (p. 2604). An appliance dealer in Toronto said that loss- 
leader selling existed in connection with all types of electrical appliances, 
from small articles suchas kettles and irons, up to television sets, 
stoves and refrigerators (p. 766). An appliance dealer in St. 

Catharines said that the larger appliances were not being as deeply cut 
in price as the small ones. He contended that the public was misled by 
the advertising of large appliances into thinking it was getting substan- 
tial bargains from the dealer, whereas in fact the items advertised as 
bargains were goods of the previous year's model, on which the manu- | 
facturer had reduced his price to the dealer (p. 614). | 


The Canadian Electrical Manufacturers Association said that 
the electrical appliance industry presents problems differing from those 
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associated with the food, drug and tobacco fields, and which make it 
more vulnerable to loss-leader selling (p. 907). They stated that, for 
a product to be used successfully as a loss-leader, it must be stan- 
dardized, have a wide public acceptance, and an established value in 
the mind of the public. Another important factor was that the catalogue 
numbers used by manufacturers to identify their appliances guaranteed 
to the public that no matter where a particular appliance was purchased, 
it would be identical in all respects. They further argued that because 
appliances were relatively high in price and were expected to give long 
service, customers were disposed to shop and compare prices before 
buying. Electrical appliances having these characteristics, they had 
been subjected to more loss-leader selling and unhealthy price-cutting 
than any other product (p. 913). Consequently the appliance industry 
had been more extensively damaged than any other industry by the ban 
on resale price maintenance (p. 933). 


A dealer in Montreal stated that in recent times few busi- 
nesses have been hit as hard as has the television and appliance line 
and that this was particularly surprising in view of the newness of 
television and its consumer appeal (p. 1598). 


The Canadian General Electric Company Limited said that 
the cause of the loss-leading and excessive price-cutting which had been 
taking place on General Electric products was the ban on resale price 
maintenance (p. 802), that the General Electric Featherweight iron, 
the electric kettle and floor polisher had been widely advertised by 
retailers as loss-leaders for two years (p. 803), and that the floor 
polisher had probably been used as much as or more than any other 
article as a loss-leader (p. 810). This was also the view of an appliance 
dealer who said that because of the standards of quality and service 
offered by General Electric their products had been used more than any 
others as loss-leaders (p. 601). Among other instances cited in its 
brief, the Canadian General Electric Company Limited referred toa 
sale of G.E. floor polishers by a dealer in Toronto beginning on April 
7, 1954. At this time the manufacturer's suggested retail price was 
$54.50, the lowest suggested price to dealers in lots of three or more 
was $35.43, while the price to wholesale distributors was $30.25. The 
Toronto dealer whose sales of floor polishers had previously averaged 
one per day, advertised the G. E. product at $33.85 for a period of three 
days. During these three days he sold 833 polishers, more than all the 
retailers in the metropolitan area of Toronto normally sold in a month. 
Of the 833 polishers, 629 were bought from the wholesale division of 
Canadian General Electric (p. 805). The circumstances surrounding 
this sale are described more fully ina later section of the report but it 
appears asa result of information secured from the manufacturer sub- 
sequently to the hearings, that the dealer initiated the special sale in 
connection with a promotion arrangement with the wholesale division of 
the manufacturer and thereby received a reduction in his over-all costs. 


In the course of its hearings, the Commission received almost 
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no specific examples of products being sold below netacquisition cost. 

A large number of newspaper advertisements were filed with the 
Commission which showed a number of products, largely electrical 
appliances, being advertised at well below the manufacturer's suggested 
selling price to consumers and in a number of cases even below the 
manufacturer's suggested selling price to retailers, but in few cases was 
information given as to the retailer's actual buying price. Consequently, 
it is quite conceivable that, with most of the examples of loss-leader 
selling which were cited, the retailer in question made quite a satisfac- 
tory return even on the featured article quite apart from the effect of 

the selective price-cutting on the profitability of his business asa 
whole. In this connection a major difficulty which witnesses appearing 
before the Commission faced was that in many cases the manufacturer 
did not sell direct to the retailer who was considered to be selling goods 
as loss-leaders. In such cases it was difficult for the manufacturer to 
know from what distributor the retailer had bought and what price he 

had paid. 


Although most of the submissions relating to the trade in 
electrical appliances tended to take a very serious view of the extent of 
loss-leader selling in this field, this was by no means the only opinion 
expressed. The B.C. Retail Hardware Association said that loss-leader 
selling was just beginning in Vancouver (p. 3047), and that the number 
of products which had been used as loss-leaders was limited. The 
Association felt, however, that the stores engaging in the practice were 
taking customers away from other stores. because customers tended to 
purchase major appliances at the same store from which they obtained 
the bargains in the small or traffic lines. Wosk's Limited of Vancouver, 
which was regarded by other witnesses as the principal user of deep 
price-cuts in British Columbia, testified that in keeping with their 
policy that they would not be undersold, they met any price-cut made by 
other retailers but that they would discontinue selling an article rather 
than go below their costs in order to meet a cut price (p. 3158). They 
stated they had never sold below cost and defined thisas the laid-down 
cost plus the handling cost of the particular article (p. 3163). 


One of the largest retailers of electrical appliances in 
Toronto stated that it was seldom that articles were sold below laid- 
down cost (p. 654). It was suggested that while the company's selling 
prices on some featured products might appear to make them loss- 
leaders, actually no money was lost on them because the company 
bought in such large quantities. The company bought from a number of 
distributors, from some of whom it was able to get exceptionally low 
prices. If the company ran short of the featured article during the sale 
it might have to buy from another distributor at a higher price, but it 
was said that the cost of all articles in the sale would still be below the 
total retail receipts (p. 653). It was admitted by this retailer, however, 
that at least on one occasion when the company made a reduction to 
meet the price of another large volume store, some G.E. floor 
polishers were sold about $2.50 below actual cost (p. 650), although 
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even in the case of this product the average cost of all units sold was 
less than the average selling price (p. 654). 


A large volume dealer in electrical appliances in Montreal 
expressed the opinion that there was not much loss-leader selling in 
the sense that retailers sold below their price from the wholesaler, 
This witness stated that he did not sell below cost unless forced to do 
so by the action of a manufacturer in announcing lower prices for 
replacement of goods similar to those which the retailer already had in 


Brock (9.1797). 


The Retail Merchants Association of Canada Inc. said that 
the number of items which lent themselves to loss-leader selling was 
not large (p. 3556). With respect to the alleged loss-leader selling of 
larger appliances, the Association suggested that in many cases, if 
not in all, there was no actual selling below cost, and the problem was 
one of misleading advertising. The Association stated that in preparing 
its brief it had made a fairly extensive study of the appliance business 
and had examined a large number of newspaper advertisements of such 
products. Its conclusion was that there was no actual loss-leader sell- 
ing of larger appliances, because retailers were making some markup 
on them. This situation, however, did not apply to small appliances. 


It was indicated in the Green Book that during the summer 
months of 1953, the Director had received complaints from both 
retailers and manufacturers of household electrical appliances about 
the frequency and extent of price reductions at retail in this field. In 
an effort to obtain more precise information on this matter, a ques- 
tionnaire was sent on September 8, 1953, to 174 retailers of 


-electrical appliances located in large and small cities in Canada, 


including some dealers who advertised fairly extensively in the daily 
newspapers. Altogether returns were received covering 70 separate 
outlets, 45 of these being independent outlets, and 25 being multiple- 
unit outlets. 


The questionnaire requested information, among other things, 
on the number of items sold below the manufacturer's suggested price, 
but above net purchase cost, and the number of items sold at or below 
net purchase cost, during the period June and July,1953,. Of the.(0 
separate outlets reporting, 51 indicated they had sold one or more 
items below the manufacturer's suggested selling price, but above net 
purchase cost. Many of these reported that all items had been sold at 
reduced prices. However, only 5 outlets reported selling 8 appliance 
items at less than net purchase cost, during the period under review. 
The number of units involved in these sales was not reported. 


With respect to the hardware trade, representations made 
to the Commission as to the products affected by loss-leader selling 
fell into two categories. The Canadian Retail Hardware Association said 
that small electrical appliances had long been one of the staple products 
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in the retail hardware merchant's assembly and that these were fre- 
quently chosen for use as loss-leaders (p. 3654). Evidence was 
submitted to show the frequency of advertising of appliances at prices 
which were generally below the hardware retailer's cost, but there was 
nothing to indicate at what price the advertisers in each case had pur- 
chased the products featured. The other category of loss-leader said 
to affect the hardware trade was the offering by grocery retailers of 
standard lines of hardware at very low prices (p. 449), and the use by 
manufacturers of food items, detergents and other commodities of 
hardware goods as premiums (p. 449). 


Sporting Goods. Representations were made to the 
Commission by the Canadian Sporting Goods and Cycle Association that 
retailers ‘in this field were also affected by the loss-leader selling of 
electrical appliances. In addition, cases were reported of soft-balls 
(p. 557), fishing rods (p. 558), and fishing tackle boxes (p. 565) being 
sold below what was thought to be the advertiser's cost of acquisition. 


Foods. Another major field in which loss-leader selling was 
said to be prevalent, both in representations made to the Commission 
and to the Director, was the food field. The following products were 
specifically mentioned as having been sold as loss-leaders: milk, ice 
cream, eggs, butter, margarine, tea, coffee, sugar, bread, fresh 
fruit, fresh vegetables, fresh and cured meat, canned meat, salad 
dressing, ketchup, canned corn, canned soups, jelly powder and soap 
flakes. 


A joint presentation of the Retail Merchants! Association of 
Canada (Saskatchewan) Incorporated and the National Foods Division of 
The Retail Merchants Association of Canada Inc. stated that the Green 
Book revealed that loss-leader selling was more common in the food 
field than in other classifications of retailing (p. 2310). The selling of 
food products at prices less than actual invoice cost to the retailer was 
said to be fairly prevalent (p. 2411). On the other hand, Canada 
Safeway Limited contended that loss-leader selling in the grocery field 
in Western Canada was almost non-existent (p. 2833) and that ''the pro- 
portion of items allegedly sold as loss-leaders is ridiculously low in 
comparison with the vast number of grocery items on the market today"! 
(p. 2910). It was the view of the Saskatchewan Group, however, that 
the significance of loss-leader selling was not found in the number of 
items used but in what particular items were selected for the purpose, 
the total number of items handled by the store selling the loss-leader, 
the size and location of the store, and the impact of the advertising 
used in the promotion (p. 4138). 


As in the case of electrical appliances, most of the specific 
examples of loss-leader selling in the food field, to which the Commis- 
sion was referred by witnesses, suffered from indefiniteness in that 
there was little information on the prices at which the retailer, said to 
have been using the device of loss-leaders, bought the goods from his 
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supplier. The examples given in the food field raised additional problems. 
In connection with some of them there was a possibility that differences 

in quality existed. In the case of some sales of perishable goods which 
were given as examples of loss-leader selling, information was fur- 
nished by the vendor that the products were on the verge of spoiling. 

In the case of fresh meat, it was evident that there were further com- 
plexities, not encountered with manufactured products, connected with 

the apportionment of the cost of a carcass to individual retail cuts and 

the preference of consumers for particular cuts. 


In the first inquiry sent out by the Director on November 4, 
1952, to a broad cross-section of manufacturers, distributors, con- 
sumer and labour groups, information was invited on specific recent 
instances of loss-leader selling. Again in his follow-up letter of April 
17, 1953, the Director said he would ''also like, particularly, to be 
informed about as many actual cases of 'loss-leader' selling or 
similar practices as possible". In the replies received to these letters 
there were 45 relating to items sold in grocery stores. In each case, 
a request was sent to the company or individual who was said to have 
been selling the article as a loss-leader for information as to the date 
on which the product was purchased, the source, the net purchase cost 
of the product, and the number of days the price was in effect. Informa - 
tion obtained in regard to these articles indicated that in the 45 instances 
only eight involved sales below net purchase cost. Four items were 
- gold in chain stores at an average reduction below net purchase cost of 
10.5%, and four were sold in independent stores at an average reduction 
below net purchase cost of 29.4%. Of the remaining 37 grocery items, 
34 were sold in chain stores and three in independent stores. Two of 
the 34 items sold in chain stores, were sold at net purchase cost, and 
| the remainder at an average markup above net purchase cost of 7.4%. 
The three items sold in the independent stores carried an average 
_ markup above net purchase cost of 4.7%. 


| 

| In view of the fact that the answers to the general question- 
naire indicated that the grocery store field was one in which it was felt 

| that loss-leaders were used frequently and were offered at large reduc- 

| tions below the regular price, a special questionnaire was sent out by 
the Director on June 11, 1953, to all grocery and combination (grocery 

and meat) chain stores in Canada, totalling 40 in number. Fifteen 

replies were received, ten from chain stores having a sales volume in 

1952 of less than $2,000,000 each, and five from chain stores having a 

gales volume in 1952 of more than $70,000,000 each. Question 8 of the 

| ‘questionnaire related to the number of nationally advertised or standard 

brand articles sold at or below net purchase cost during the previous 

month. Three of the chains reported that they had sold one such item 

each. Eight chain stores reported no such items sold, and the remainder, 

' all smaller chains, did not reply to the que stion. Question 9 related to 

| the sale of private brand articles sold at or below net purchase cost 

_ during the previous month. One company reported that it had sold two 

| such items, and ten others reported that no such sales had been made, 

| 
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with the remainder, again smaller chains, not answering the question. 
Question 12 sought information on either standard or private brand 
articles sold below net purchase cost in 1952. One chain reported that 
two such items had been sold, four reported that no cases of sales 
below net purchase cost in 1952 could be discovered, and the ten small 
chains did not reply to this question. Question 13 sought information 
on the trend in the proportion of items sold below net purchase cost. 
One chain store reported that there had been no change in its proportion 
over the past five years, one reported that due to competition, there 
had been a tendency for it to increase the proportion of its sales made 
below net purchase cost, and one chain stated that it did not approve of 
selling below net purchase cost. In the questionnaire, fresh produce 
and meat were expressly excluded, because of the rapid changes which 
occur in the cost of such items and the questions of comparability of 
quality and condition. 


As a further check on the prevalence of loss-leader selling 
in the food field, a survey was made by the Director's staff of news- 
paper advertising in the four largest Canadian cities, inserted by inte- 
grated chains, associated retail buying groups and other retailers during 
the month of January, 1953. Fresh meat and produce items were again 
excluded. Information available in the Director's files enabled a compu- 
tation to be made for the period under consideration for each of the 
four cities, to determine average net buying prices. In the Toronto 
advertisements for January, four items were offered at or below the 
average net buying price. Three of the items were each reduced by a 
single advertiser, the remaining item was reduced by four advertisers. — 
In the Montreal advertisements for the period, only two items were 
offered at or below the average net buying price, one of the items being 
offered by a single advertiser, and the other being offered by two. In | 
the Winnipeg advertisements, only two items again were advertised at 
or below the average net buying price, and both were offered by the | 
same firm. In the Vancouver advertisements, only one item was offered 


at or below the average net buying price, it being offered by only one 
advertiser. 


Cigarettes. In the course of its hearings, the Commission 
heard a number of presentations which were devoted to the effects of 
loss-leader selling on the merchandising of cigarettes and tobacco 
products. The Retail Tobacco Association of the Province of Quebec, 
for example, stated that cigarettes were the outstanding target for 
price-cutting because they brought customers into the stores almost 
daily. It was said that no other trade faces such competition as does 
the retail tobacco trade (p. 1208). Benson & Hedges (Canada) Limited 
said that cigarettes, because of their wide general use, were ideal as 
loss-leaders (p. 1505). The question of the prevalence of loss-leader 


selling in the retailing of cigarettes is discussed more fully in a later 
chapter. 
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Bread. It was said by The National Council of Th Baking 
Industry that bread was an ideal loss-leader because it had co be 
purchased frequently, was a standard product and had a well-known 
selling price (p. 142). The Council further contended that the baking 
industry had been afflicted for years with a loss-leader selling condi- 
tion of a serious nature (p. 130). The brief referred particularly to 
the fact that chain stores in Ontario and Quebec had regularly sold 
their own private brands of bread at a price four cents lower than that 
available at iudependent stores or through bakers. Further reference 
is made to these submissions later in this report. 


Drugs and Drug Store Items. Only one submission was made 
to the Commission by a representative of the drug trade. Drug Trading 
Company Limited, a co-operative buying organization for retail drug- 
gists, said that there was little to fear from loss-leader selling in the 
drug industry if it did not extend beyond its present level (p. G35) but 
that the drug trade was particularly vulnerable to the inroads of those 
outside the drug trade who might use drug items as loss-leaders in 
order to build up traffic in their stores. It was pointed out that only 
about 2% of the total sales volume of department stores consisted of 
nationally known drug products, whereas such products comprise about 
54% of the average drug store's total sales volume (p. 337). Reference 
was made to the sale of Kleenex, Modess and Pablum by the food chains 
at less than the manufacturer's suggested prices and in some cases at 
little above the druggist's cost, and in one case it was said one of these 
products was sold by a food chain below the druggist's laid-down cost. 


During the summer months of 1953, it came to the Director's 
attention that price reductions had been made on a wide range of items 


| ‘in drug stores in the city of Montreal. In part, to obtain additional 


information on the extent of these price reductions a questionnaire was 
sent out on August 31, 1953, to 180 retail druggists in the city of 
Montreal, 109 of which had advertised price reductions in the daily 
newspapers. Replies were received covering 77 drug stores, 57 of 
which reported that they had offered price reductions during the period 
covered by the questionnaire, that is, June and July, 1953. Question 7 
related to items sold below net purchase cost. Seven of the 57 drug 
stores reporting reduced prices did not answer this question. Twenty- 
three stated that they did not sell any items below net purchase cost. 

Of the remaining 27, 20 offered fewer than ten items below net purchase 
cost, two offered 11 to 15 items, one offered 31 to 35 items, two 
offered 51 to 55 items and one offered 61 to 65 items below net purchase 
cost. As part of question 7, the drug stores were asked to list the five 
items sold at the largest percentage reduction below net purchase cost. 
Of the items thus reported the ten items showing the largest percentage 
reduction below net purchase cost were: Ayerst cod liver oil - 23 2 7%4 
Odorono Spray - 10.3%, Naphthalene - 6.3%, Gillette Blades - 3.1%, 
Absorbine Junior - 2.4%, Eno's Fruit Salts - 2.7%, Kola Astier - 2.0%; 
Optrex - 2.0%, Alphamettes - 1.8% and Kotex - 1.7%. With respect to 
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the cod liver oil, if the percentage reduction had been calculated on the 
basis of the most common net purchase cost reported, the item would 
not have appeared in this list because the most common net purchase 
cost was exactly the same as the price at which this item had been sold. 
A large majority of the stores reported that by September, 1953, they 
had ceased this low priced selling. 


Other Products. Other products described in representations 
made to the Commission as being affected by loss-leader selling involved 
trade groups of smaller size than in the case of those products already 
discussed. The features of price reductions mentioned in the case of 
these minor products were along lines similar to those for the larger 
trades, although in the case of beauty preparations and hairdressing 
equipment the Allied Beauty Equipment Manufacturers' & Jobbers' 
Association pointed out that the products its members handled were not 
sold direct to the public, but were supplied to beauty salons and hair- 
dressers for use in their operations. An entirely separate industry was 
reported to make the toilet goods and preparations which are purchased 
by retailers for sale to the general public. The Association submitted 
that the majority of their jobber members were exposed to ''ruinous 
financial set-backs'' caused by price-cutting and loss-leader selling 
(p. 1668). These practices were said to affect each of the major items 
for sale by the trade to beauty salons and hairdressers. The Associa- 
tion stated that with respect to beauty supplies, e.g., shampoos, loss- 
leader selling took the form of free goods, and with respect to equipment 
e.g., hair dryers, it took the form of special discounts (p. 1692). 


4. Areas in which it was Argued that Such Selling 
had Significant Effect 


Views as to the localities or areas in which loss-leader 
selling was present toa significant extent were confined largely to the 
appliance, food and cigarette trades. It is perhaps not without signifi- 
cance that of the twenty-three parties who made representations to the 
Commission at its hearings and whose interests were limited to the 
provincial sphere, disregarding for the moment all national organiza- 
tions and manufacturers who appeared, nine of the parties were con- 
cerned with the Ontario market, six with the Quebec market, six with 
the British Columbia market, one with the Saskatchewan market and 
one with the Alberta market. No one from Manitoba or the Maritime 
provinces indicated to the Commission a serious desire to make 
representations on the subject of loss-leader selling, although two 
companies whose places of business were in the Maritimes were 
associated with national associations in the presentation of their briefs. 


The Canadian Manufacturers! Association expressed the view 
that loss-leader selling had created chaotic conditions in certain areas, 


miles away (p. 916). 


Smolin 


but the fear was expressed that under certain circumstances this 


condition might spread widely (p. 108). The limited nature, ina 
geographical sense, of the serious incidence of loss-leader selling was 
affirmed by nearly all those who appeared before the Commission who 


were interested in the electrical appliance business. It was the view 


of the Canadian Retail Hardware Association that while the present scale 
of loss-leader selling was serious, it was in an early stage of develop- 
ment and was most apparent in the most densely populated areas 


(p. 3667). A similar view was expressed by the Canadian Sporting 
Goods and Cycle Association, which stated that loss-leader selling was 


taking place in all localities but particularly in the larger centres, and 
that it was being used continuously in same areas and only intermit- 


tently in others (p. 550). It was suggested by an appliance dealer in 
Montreal that price-cutting dealers in the larger Canadian cities were 
"siphoning off millions of dollars in the T.V. and appliance business'"' 
(p. 1604). A large dealer in electrical appliances in Toronto stated 
that loss-leader selling was peculiar to the large metropolitan areas 


and was likely to remain so (p. 763). In making the same point that 


''rampant competition'' at the retail level was spurred by a few large 
dealers in the metropolitan areas (p. 920), the Canadian Electrical 
Manufacturers Association argued that these were the only areas where 
sales on sucha small margin could persist for any length of time 

fo. 98'1)". 


While there was thus general agreement that loss-leader 
selling in the appliance field was taking place largely in the metro- 
politan areas, a number of briefs pointed out that this did not mean 
that dealers elsewhere were not affected. On the contrary it was said 
by one witness that business all over Ontario was affected by prices 


advertised in the Toronto newspapers (p. 531). Another brief cited the 


circulation figures of the Toronto Daily Star and the Toronto Telegram 
in a number of cities in Ontario, and contended that the advertising of 
appliances at cut prices in the metropolitan areas in these papers 
damaged the businesses of retailers in cities and towns hundreds of 

In connection with such advertising, one of the 
big volume dealers in Toronto stated that letters were received every 
day from all parts of Ontario from people who wanted to purchase 
products advertised at low prices in Toronto newspapers (p. 1023). 
Similarly in British Columbia, it was contended that the largest 

ances in Vancouver, who advertised that he would ship 


retailer of appli 
arge ‘of 50¢, 


small appliances to any point in British Columbia at a ch 
had greatly affected the business done by the dealers in the country 
areas (p. 2767). Several briefs made the point that the small retailer 
outside the metropolitan areas was adversely affected because regard- 
less of how efficient he might be or how large a stock he might carry, 
he was still limited to the population of his own town or trading area 
and could not attract business from as large a market as that available 
to the advertiser of low prices in the metropolitan area (pp. 2656, 3084). 
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More specific opinions were given by a number of witnesses 
with regard to the geographical concentration of price-cutting on 
electrical appliances. The Northern Electric Company Limited stated 
that price-cutting practices of a predatory nature were most apparent 
in Ontario and British Columbia and more specifically in Toronto and 
Vancouver (p. 1530). A large retailer of appliances in Vancouver said 
that Toronto was the centre of price-cutting in Canada (p. 3132). 
Although the B.C. Retail Hardware Association suggested that loss- 
leader selling was just beginning in Vancouver (p. 3047), the Canadian 
General Electric Company Limited stated that while the Toronto market 
was the worst from the standpoint of the amount of advertising of price- 
cutting, the British Columbia market was the worst from the stand- 
point of damage done to the relations of Canadian General Electric 
Company Limited with its small appliance dealers (p. 829). A number 
of the briefs attempted to get at the problem of isolating the most 
severe price-cutting area by pointing to the effect on regional sales, 
on the hypothesis that total sales were adversely affected in the regions 
where price-cutting was widespread. This approach however was not 
very conclusive. For example, the Canadian Home Laundry Manu- 
facturers' Association indicated that on washing machines, the worst 
price-cutting area was Toronto. It was said that Winnipeg was 
becoming a little more of a problem while in British Columbia price- 
cutting had not yet become a factor in this business (p. 1078). For the 
first four months of 1954 as compared with 1953, total saies of 
washing machines were reported to have dropped by 14% in Ontario, 
by 8% in Quebec, by 12% in the Maritimes, by 12% in Manitoba, by 14% 
in Saskatchewan, by 15% in Alberta, and to have increased by 9% in 
British Columbia.(!) The drop in the Prairies was attributed not to 
price-cutting but to the farmer's difficulty in getting cash for his crops 
(p. 1077). There appears to be no relationship between these variations 


and the areas in which price-cutting was asserted to be most significant. 


Also the figures do not provide any positive evidence as to the extent by 
which the volume of sales may be increased or decreased by price- 
cutting. In some of the submissions, some areas including the 
Maritimes and northern Saskatchewan, and the cities of Edmonton and 
Ottawa, were specifically mentioned as being relatively free of price- 
cutting of electrical appliances. 


Little information was received with regard to the geographi- 
cal concentration of price-cutting in the food field. The analysis made 
by the Director and already referred to, of advertisements of grocery 
products in Toronto, Montreal, Winnipeg and Vancouver did not reveal 
differences which could be regarded as significant. In their joint brief 
the National Foods Division of The Retail Merchants Association of 


(1) Dominion Bureau of Statistics figures for factory shipments of 
washing machines for the calendar year 1954, compared with the 
calendar year 1953, show an increase for British Columbia of 4%, 
and decreases for other areas as follows: Ontario 7%, Quebec 
10%, Maritimes 15%, Prairies 21%. 


é 
; 
| 
] 


= 313% = 


Canada Inc. and the Retail Merchants' Association of Canada 
(Saskatchewan) Incorporated said that in Saskatchewan the main problems 
of loss-leader selling related to the food field (p. 2372). It was further 
stated that certain practices which were deceptive in nature and for 
which the term loss-leader selling was an over simplification were 
widely prevalent (p. 3977). On the other hand, Canada Safeway 

Limited stated that loss-leader selling in the grocery field was almost 
non-existent in Western Canada (p. 2833). It must be remembered 

that the Safeway company gave the term loss-leader a much more 
limited meaning than did the others referred to in this paragraph. 


The National Council of the Baking Industry said that 
although the loss-leader selling of bread was worse in Ontario and 
Quebec than elsewhere in Canada, it was nevertheless a general con- 
dition (p. 234). Later in its submission however, this organization 
made the statement that there was no loss-leader selling of bread in 
the four Atlantic provinces where the prices in the independent 
grocery store and the chain store were the same (pxn235) soult, was 
further conceded that the price differential between bakers' bread and 
chain store bread existing in Western Canada might not reflect a loss- 
leader selling condition (p. 235). Reference was later made to the 
unfavourable operating results of bakeries in Canada and to the decline 
in the number of bakeries, as a measure of the extent of price-cutting 
affecting the baking industry. The fact that the operating results in 
the baking industry in the Maritimes, where there was no price-cutting, 
were no more favourable than in Ontario or Quebec was explained by 
the generally depressed economic conditions in the Maritime area 
(p. 237). The fact that there was a heavier proportionate decline in 
the number of bakers operating in Saskatchewan than in Ontario and 
Quebec, although the differential between the chain store and indepen- 
dent grocery store price was smaller in Saskatchewan, was explained 
by the relatively small number of bakeries operating in Saskatchewan. 
In the case of Quebec it was explained that the popularity of the French 
loaf, which cannot be produced so satisfactorily in large scale plants 
encouraged the survival of the independent baker (p. 169). It was said 
that in addition to the permanent condition of loss-leader selling arising 
out of the maintenance of the four cent differential in Ontario and Quebec 
between chain store brands and other brands of bread there were 
instances of spasmodic price-cutting in the principal cities in those 


provinces (p. 141). 


With respect to the sale of cigarettes and tobacco products, 
the representations made to the Commission, the complaints made to 
the Director, and the further studies undertaken by him indicated 
that extensive price-cutting of cigarettes was regarded as a really 
serious problem only in Quebec, Ontario and British Columbia and, to 


a much lesser extent, Manitoba. 


(1) Recently the Commission has received information that price- 
cutting of cigarettes at the wholesale level has developed in the 
Prairie Provinces. 


5. Types of Outlets said to Practise Loss-Leader Selling 


Dean Grether indicated to the Commission that there were a 
number of reasons in theory why the large retailer should be able to 
make the most effective use of the loss-leader tactic. In the first 
place he is better able financially to stand any loss. Secondly, he has 
a larger assembly of merchandise and has therefore a greater oppor- 
tunity to attract customers to other products. Thirdly, the large 
retailer serving a metropolitan market is able to get full value from his 
newspaper advertising, whereas the small dealer, serving a local 
district, if he advertised in the same way, would waste much of his 
advertising dollar. Whether ina given situation however, a small 
dealer could use loss-leaders effectively or not, depended, in Dean 
Grether's view, upon the shrewdness of the dealer, his preference for 
using the technique, the location of his store, the type of commodity 
involved and the type of control over retailers exercised by manufac- 
turers or distributors. It is perhaps a commonly held belief that the 
practice of loss-leader selling is indulged in by the largest and strongest 
retailing organizations. The evidence secured by the Director and 


that placed before the Commission by no means confirms this view. 


Mention has already been made of the questionnaire sent by 
the Director in June and July, 1953, to dealers handling household 
electrical appliances. Completed questionnaires were returned by 44 
independent retailers and 6 chain stores. The articles listed in the 
returns as having been reduced in price were refrigerators, washers, 
ranges, floor polishers, television sets, radios, irons, toasters and 
food mixers. The independent retailers reported they had sold 90 
appliance items at less than the manufacturers! suggested prices at an 
average reduction of 22.4%. The chains reported selling 21 appliance 
items at an average reduction of 24.2%. The markup over cost of the 
items reduced in price was 20.5% in the case of the independent 
retailers and 25.1% in the case of the chain stores. This serves to 
emphasize the point that what may appear, to someone who does not | 
know the purchase price, to be a sale at a very low markup may in fact 
yield a fairly substantial return. 


The information secured by the Director in connection with the 
survey of price reductions by drug stores in Montreal during the 
Summer months of 1953, previously described, does not provide any | 
conclusive indication of the type of store most frequently using price | 
reductions as a means of attracting trade. It will be recalled that 57 of 
the 77 drug stores replying, reported price reductions during the 
period. Average monthly sales in the period January to July, 1953, 
inclusive, for those stores which reduced prices (excluding one whose 
volume was so much greater than the rest that to include it would have 
given an average not representative of the group as a whole), were 
approximately $9,050 per store. Average monthly sales for the 13 drug 
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stores which reported no price reductions and which also reported 
their monthly sales volume were approximately $5,220. Again the 
conclusion that these figures tend to indicate that loss-leader selling 
is practised more commonly by-larger retail organizations is scarcely 
borne out by the replies received by the Director to questions covering 
the number of items sold below net purchase cost. Seven of the group 
of 57 drug stores reporting that they had reduced prices did not reply 
to the question seeking information on sales below net purchase cost. 
Twenty-three said they had not sold any items in this category and one 
said only cigarettes had been sold below net purchase cost. Of the 
remaining twenty-six drug stores, one store with average annual sales 
of $82,000 reported selling between 51 and 55 items below the level 
specified, another drug store, which did not provide information on 
volume, sold the same number of items below net purchase cost. 

Two drug stores with average annual sales of $93,000 sold between 11 
and 15 items below the level specified; one drug store with average 
annual sales of $100,000 sold between 61 and 65 items below this level 
and one drug store with the same volume sold between 31 and 35 items 
below net purchase cost. Twenty drug stores whose annual sales 
averaged $119,000 (the range being between $49,000 and $148,000) sold 
fewer than 10 items below net purchase cost. The results of the survey 
do not suggest there was any correlation between sales volume and the 
practice of selling below net purchase cost. 


In few of the representations made to the Commission was it 
suggested that the largest retailing organizations, the chains, the 
department stores and the mail order houses, were primarily respon- 
sible for the degree of price-cutting about which concern was expressed. 
There were, however, some who took this view, notably the National 
Council of The Baking Industry, some of the organizations representing 
the retail and wholesale tobacco dealers, the Retail Merchants! 
Association of Canada (Saskatchewan) Incorporated, and the Independent 
Merchants Cooperative Association of Victoria, British Columbia. 

Only the general representations will be mentioned here as the particu- 
lar situations in regard to bread and cigarettes are dealt with ina 
later chapter. It was the view of The Retail Merchants Association of 
Canada Inc. that while present levels of loss-leader selling were insig- 
nificant, there was a serious threat that in the future the chain and 
department stores would adopt the practice. On the other hand, it was 
the view of Professor Mund that in the United States the big chain 
organizations nowadays endeavour to engage in a reputable type of 
merchandising and do not want to sell below acquisition cost (p. 3203). 
Also the Canadian Sporting Goods and Cycle A ssociation said that the 
loss-leader practice is engaged in mostly by independent retail 
merchants (p. 550) although this organization suggested that it was the 
larger business houses among the independent merchants who most 
commonly used the device. However, one of the larger independent 
retailers of electrical appliances in Montreal indicated that he believed 
it was not necessary to resort to loss-leader selling in order to get 


volume. He stated that, in fact, he had never sold any commodities 
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lower than the wholesale price (p. 1780). Alsoa large independent 
retailer in Windsor indicated that he had never sold appliances below 
acquisition cost, except when the manufacturer's selling price had been 
reduced on appliances which the firm already held in stock (p. 712). 

It was the view of the Canadian Association of Radio & Appliance 
Dealers (Victoria Branch) that, while all dealers decried the practice 
of loss-leader selling, it was indulged in by all, sometimes as instiga- 
tors and sometimes as a matter of meeting competition, and this 
opinion received some support froma number of other witnesses (pp. 
6087 23 1h). 


In general it would appear that in the electrical appliance 
field, in regard to which there appeared to be the greatest concern by 
merchants and manufacturers, it was not the largest retailers, 
namely the department stores and mail order businesses which were 
regarded as the worst offenders in the matter of loss-leader selling, 
but rather it was a number of independent merchants in the larger 
centres who had built up their volume to an impressive size by featuring 
goods at low prices. Such advertised prices were frequently regarded 
by suppliers and competing merchants as a form of loss-leader selling. 


The possibility of arriving at a satisfactory answer to this 
question is again hampered by the pervading difficulty of relating the 
representations of one group based ona particular definition of loss- 
leader selling to the representations of another group who use a signi- 
ficantly different definition of loss-leader. 


6. Representations as to Trends in the Use of Practices 
Described to the Commission as Loss-Leader Selling 


As on other aspects of the inquiry a wide diversity of 
opinion was expressed to the Commission on this subject. Some 
witnesses felt that there had been a great increase in the amount of 
loss-leader selling, but there was a considerable difference of opinion 
about when this trend began. Others felt that there had been a noticeable 
if temporary decline in loss-leader selling. Some witnesses, while 
differing on the question of how severe existing loss-leading conditions 
were, agreed that everything pointed to a substantial increase in this 
practice. A few witnesses suggested that sufficient information was 
not yet available to predict the future significance of the practice. A 
number of witnesses said that the problem had not reached significant 
proportions and that what was disturbing most business men was the 
fear of what might happen rather than the damage done by what had 
happened. Finally, representations were made to the Commission to 
the effect that while the practice of loss-leader selling may have in- 


area 60 there were self-correcting factors at work which removed the 
Justification for government interference. 
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One association expressed the view that price-cutting 
conditions were worse at the present time than they had been for twenty 
or twenty-five years (p. 556). The National Council ot Th Baking 
Industry took exception to one of the findings of the MacQuarrie Com- 
mittee in 1951 that ''extreme forms of price-cutting are not very likely 
in this period of inflation and relative scarcity'' and expressed the view, 
as already indicated, that the baking industry had been affected for 
years by a loss-leader selling condition of a serious nature (p. 130). 
Another association, while taking a serious view of the present level of 
loss-leader selling, said that there had been little if any use made of 
the practice during the short supply period of the war and the immediate 
post-war period, and that there was not as much even now as there had 
been in the depression years before the war (p. 2364). A number of 
the briefs (pp. 802, 3018, 4304) gave as a reason for the increase in 
the practice of loss-leader selling the passage of Section 34 of the 
Combines Investigation Act, which prohibited re sale price maintenance, 
and consequently argued that the growth of loss-leader selling dated 
from December, 1951. It was suggested in one brief that the reduction 
of the excise tax on electrical appliances in April, 1952, provided the 
occasion for the beginning of price-cutting and loss-leader selling 
(p. 817). It was the view of the B.C. Retail Hardware Association that 
loss-leader selling had reached substantial proportions only since the 
summer of 1953 (p. 3036). 


Several submissions, including that of The Retail Merchants 
Association of Canada Inc., suggested that there had been a falling off 
in the practice of loss-leader selling (p. 3517), or that flagrant cases 
were less common (p. 4178), because of the fact that there was a 
government inquiry into the subject in progress. It was also the view 
of the Association that while instances of loss-leader selling had been 
negligible since the initiation of the inquiry by the Director and its 
continuance by the Commission, because the chain stores, department 
stores, mail order businesses and ''discount organizations'' feared the 
reaction of the general public to such practices, unless effective steps 
were taken to prevent loss-leader selling it would become as wide- 
spread as it was presently said to be in the United States (p. 3459). A 
significant factor in this connection was said to be the fact that so many 
organizations in Canada have parent companies in the United States who 
were only waiting for an appropriate time to introduce their merchan- 
dising policies here (p. 3518). 


The Sunbeam Corporation also referred to the widespread 
price-cutting in the United States and said that while price-cutting in 
the sale of the Company's products had not yet reached such serious 
proportions in Canada (p. 1126), the situation, particularly in the 
Toronto area, was similar to that faced by the Company in 1950 in the 
District of Columbia, where there is no fair trade law, when the 
Company found the bulk of its business in the territory gradually shifting 
to the discount houses. This was said to be the first stage in the 
familiar experience of price-cutting in the United States (p. 1147). 
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Othe r witnesses referred to the increased lineage of advertising of 
electrical appliances (p. 913) and to the increase in the advertising of 
cut prices (p. 3658) and expressed the view that price-cutting was on 
the increase. Others suggested that, while the present level of loss- 
leader selling was serious, the practice was at an early stage of 
development, most apparent in the densely populated areas. It could 
be expected to become more widespread and its undesirable effects 
more intensified (pp. 1086, 1537, 3047, 3667). This point of view was 
supported by reference to the consideration that when business condi- 
tions are buoyant there is less incentive to resort to loss-leader selling 
and, conversely, when production and employment are declining the 
practice is likely to be used more widely (p. 2310), if only because im 
bad times merchants will go to great lengths in price-cutting if this is 
necessary to maintain their solvency (p. 2579). One witness, who saw 
some slackening in economic activity, expressed the opinion that the 
problem of loss-leader selling was much more likely to get worse than 
to improve of its own accord (p. 4223). 


It was the view of The Radio-Television Manufacturers' 
Association of Canada that, because the manufacture of television 
receivers began in Canada only six years ago, and because volume 
production had come about only in the past two years, and further 
because conditions changed from time to time with the opening of more 
and more television broadcasting stations, nothing very conclusive in 
the way of statistical information was available about the prevalence of 
loss-leader seiling in this field, or about what the future might hold 
(p. 1809). The British Columbia Division of the Retail Merchants! 
Association of Canada also expressed the view that the result of the 
price-cutting could not be predicted on the basis of what had occurred 
in 05> andthe first ybalt or 1954 (py. 2794). 


Some of the representations made to the Commission were in 
direct opposition to the view that loss-leader selling was already a 
serious problem and becoming worse. The Canadian Association of 
Consumers said that, while it was not ina position to say that some 
business people were not suffering real difficulties as a result of loss- 
leader selling or to evaluate the evidence placed before the Commission, 
it was inclined to believe thatloss-leader selling practices in Canada 
were not very important (p. 3922). The Association went on to say that 
statements about loss-leaders appeared to have been made deliberately 
to exaggerate the problem (p. 1733). Instead of viewing the present 
level of price-cutting and loss-leader selling as a serious threat to the 
stability of particular trades or to the economy generally, the Consumers! 
Association said that the most frequent complaint the organization 
received from its members was that active price competition on lines 
which were formerly price-maintained was still merely ''a whisper on 
the horizon" (p. 1742). Also, instead of regarding the alleged trend 
toward increased price-cutting as a matter of great concern, the 
Association asserted that, although the principle of price maintenance 
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had been outlawed, the practice was still widely effective on a voluntary 
basis, because many retailers had benefitted from resale price mainte- 
nance and consequently were not averse to accepting the suggested resale 
prices established by the manufacturer. Though it was realized that 
merchandising practices could not be changed overnight without damage 
to the distribution system, it was nevertheless the view of the Associa- 
tion that the legislation forbidding resale price maintenance would 
eventually have to be strengthened in order to introduce more flexibility 
into pricing at the retail level (p. 1758). The Association said that in 
some cases those appearing before the Commission appeared to be 
arguing on the basis of what they feared would happen rather than on 
what had happened (p. 3909). Several other witnesses also indicated 
that they did not think loss-leader selling had reached such levels as 
would justify any interference with the ban on resale price maintenance 
(pp. 2935, 3754). A large retailer of electrical appliances in Toronto 
expressed the opinion that there was nothing new about the practice of 
loss-leader selling, which had existed in the past under such names as 
fire sales, clearance sales, liquidation sales, etc. He said that despite 
the confusion which resulted from what was termed the splurge in loss- 
leader selling, it was nevertheless a minor evil of free enterprise 


fp. 169). 


Some witnesses referred to trends of a different kind in the 
use of loss-leaders. It was said that prior to the ban on resale price 
maintenance loss-leaders were commonly articles which were not well 
known and in regard to which the consumer was inclined to que stion the 
quality or style, etc., so that the effect of the use of these products was 
of minor importance. However, since the prohibition of resale price 
maintenance, the loss-leader practice had become a much more serious 
problem, because brand name goods were now being used as loss-leaders, 
in which case the public knew without inspection that each would be the 
same regardless of where it was purchased (p. 545). Another change 
which it was suggested resulted from the ban on resale price mainte- 
nance had to do with the frequency and amount of trade-ins. At least 
in the metropolitan area of Toronto the practice of offering trade-ins had 
declined as customers became more responsive to the straight price 
appeal. One large electrical appliance dealer said that the trade-in 
principle no longer operated in Toronto and that at the present time the 
consumer in Toronto could buy just as cheaply without a trade-in as 
with one (pp. 789, 1030). In other areas it was suggested that trade- 
ins had become of greater importance in the retailing of electrical 
appliances than they were before the prohibition of resale price mainte- 
nance (p. 614). A further change suggested was the increase in the 
amount of advertising of price-cuts (p. 724), particularly in large daily 
newspapers. A number of the presentations referred to the consequence 
of such increased advertising. For example, the Commission was told 
that the present widespread use of comparative prices encouraged a 
tendency toward misrepresentation in advertising (p. 728). Other 
witnesses attached even greater importance to the increase in the 
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advertising of cut prices. Thus the Canadian Association of Radio & 
Appliance Dealers (Victoria Branch) which was greatly concerned about 
the damage alleged to flow from the practice of loss-leader selling, 
stated that it was the advertising of the price-cuts that did the most 
damage (p. 2599). The whole question of advertising in connection with 
loss-leader selling is considered more fully ina later chapter. 


In a number of the submissions made to the Commission 
influences were mentioned which could be expected to retard the trend 
toward widespread loss-leader selling, and others which could be ex- 
pected to check price-cutting practices not based on savings in distribu- 
tive costs. The Canadian Association of Consumers said that reports 
received from all parts of the country indicated that in many cases the 
suggesting of resale prices by manufacturers seemed to have the same 
effect as the actual prescribing of resale prices (p. 1758). As indicated © 
earlier, it was the view of the Association that many small dealers had 
grown up under the umbrella of resale price maintenance, and their 
interest in maintaining suggested prices was such a powerful factor in 
modifying price competition at the retail level that the Association felt 
the legislation banning resale price maintenance would have to be 
strengthened. 


There was an inclination in some representations made to 
the Commission to divide price-cutting retailers into two categories, 
the first group being the larger commercial organizations of considerable 
financial strength, the second group being meagrely financed organiza- 
tions, in business to make a quick killing out of new products or the 
pent-up demand from the period of shortages. In one presentation it 
was said that in two or three years' time the price-cutting situation 
existing at present in the television trade would redress itself, because 


the dealers who were deeply price-cutting would go bankrupt when the 
demand for television slackened (p. 1625). 


Another element affecting the possible increase or decrease 
of price-cutting and loss-leader selling was also suggested by the 
Canadian Association of Consumers. It was the view of the Association 
that the only explanation of the lower prices offered by some price- 
cutting retailers was that they were obtaining more rapid turnover 
through volume selling or that they were being granted favoured prices 
by the manufacturer. The Association therefore suggested that the 
solution to the difficulties of competing retailers lay either with them- 
selves in the matter of building up their volume, or with the manufac- 


turer in the matter of discontinuing discriminatory prices to some 
dealers (pp. 1752, 1769). 


The British Columbia Division of the Retail Merchants! 
Association of Canada said that changes in legislation such as the imposi- 
tion of credit controls on the outbreak of the Korean war, their later 
relaxation, and the prohibition of resale price maintenance, had been 
important factors in upsetting normal me rchandising practices 
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and initiating a period of deep price-cutting and loss-leader selling. 
It was the opinion of the Association that, in so far as the deep price- 
cutting and loss-leader selling were caused by changes in legislation, 
the disturbed trade conditions could be expected to settle down as 
retailers adjusted themselves to the new situation (p. 2738). 


Another influence on retailers which tends to hold in check 
the use of deep price-cuts or loss-leaders is the knowledge of each 
retailer that a deep price-cut is likely to be met by one or another of 
his competitors. A number of witnesses before the Commission indi- 
cated that it was their policy to meet the price of a competitor, even if 
this necessitated price reductions to a point equal to or below their 
acquisition cost (pp. 2912, 3145). Canada Safeway Limited suggested 
that competition and not legislation was the best corrective for loss- 
leader selling, because retailers soon learned that, when loss-leader 
prices were met by competitors (p. 2912), there was little customer 
lure in loss-leader selling and that losses generally resulted from the 
practice. This Company also suggested that competing retailers had 
another effective weapon against real loss-leaders, by which was meant 
sales below acquisition cost, if they offered to buy from Consumers, 
at the normal wholesale price, articles used as loss-leaders. It was 
argued that competing retailers would lose nothing in buying at their 
regular wholesale prices, while the store offering the loss-leader would 
suffer heavily in selling to customers for resale to the competing 
retailers. The Commission was told that this technique was a common 
practice in parts of the United States, but no information concerning its 
use in Canada was furnished to us (p. 2978). 


The British Columbia Division of the Retail Merchants! 

- Association of Canada suggested that ''perhaps no other control upon 
market upheavals acts more surely or more steadily than a retailer's 
day-to-day efforts to find security" (p. 2633). By this was meant that 
the great majority of retailers are not large organizations and ''when 
they buy they know they must buy cautiously, for their businesses can- 
not stand sudden inventory losses. When they sell they prefer to apply 
a reasonable profit across the board ona steady basis rather than to 
loss-lead on one article while making it up on another" (p. 2634). These 
views appear to confirm the opinion of Professor Mund, who said that 
the retailer is always under a natural compulsion to avoid loss-leader 
selling, since he has to recover his costs (p. 3174). He suggested that 
the retailer dare not make too large a reduction on one product, because 
in order to maintain the profitability of his business he would be under 
some compulsion to take a higher markup on other products, but if he 
should attempt to do so he would run into competition from other re- 
tailers (p. 3178). 


While stressing the general practice of retailers to establish 
their selling prices in relation to their costs, the British Columbia 
Division of the Retail Merchants' Association of Canada stated that the 
featuring of one product by one retailer and other products by other 
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retailers resulted in minor battles between them which were the ordi- 
nary determinants of prices (p. 2638). In these circumstances they 
contended that the only retailers who had it within their power to 
stabilize rapid price fluctuations resulting from such spur of the momen 
competition were the national chain and department store organizations 
(p. 2639). That such organizations do occasionally lead prices upwards 
when they feel they have dropped too low was indicated in the presenta- 
tion made by Canada Safeway Limited (p. 2961). 


Other factors which were suggested as tending to limit the 
growth or reduce the prevalence of loss-leader selling were the proba- 
bility that if the practice was used repeatedly the consumer would feel 
that he had been tricked into patronizing the store, and the technique 
would consequently lose its effectiveness (p. 3953), and the possibility 
that the systematic practice of loss-leader selling might be regarded as 
a policy of selling at low prices with the purpose or effect of eliminating 
a competitor, contrary to Section 498A(1)(c) of the Criminal Code 
(pa 2923)% 


CHAPTER Ill 


EXAMINATION OF SOME FACTORS LEADING TO MORE 
COMPETITIVE .PRICING 


In the course of the inquiry it was evident that, though 
there was little consensus of opinion among witnesses appearing be- 
fore the Commission about the prevalence of loss-leader selling, 
there was common ground about the fact of more competitive pricing 
at the retail level. In many representations to the Commission, both 
at hearings and by correspondence, re sponsibility for this change or 
at least for what were regarded as excesses of competition were 
attributed largely to the prohibition of resale price maintenance, 
Other submissions raised a number of other questions relating to in- 
creasingly competitive pricing at the retail level, 


Some of the important factors leading to more competitive 
retail pricing will now be considered, because they have a direct 
bearing upon the lowering of prices and of distributive margins, which 
were regarded so frequently as synonymous with loss-leader selling. 


” Indications of Changing Pattern in the Distribution of 
Some Consumer Goods 


(a) Increasing Role Played by Manufacturers in Creating Consumer 
Demand and in the Acceptance of Goods by the Public 


The aspects stressed in the representations made in this 
connection were that the more confidence consumers have in the 
ability of a product to satisfy their wants, and the more of the functions 
of the distribution system performed by the manufacturer, the greater 
will be the temptation for some retailers to reduce the margins and 
prices which they now find more than adequate to meet their selling 
expenses, in order to increase the volume and profitability of their 
operations, The evidence placed before the Commission indicates 
that the trade in the electrical appliance business has been going 
through a period of adjustment, as a result of the change in the role 


of the manufacturer. 


For a variety of reasons, itis clear that consumers in 
Canada now accept electrical appliances as customary articles of 
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household equipment or furnishings and no longer need convincing that 
electric ranges are convenient and practical, that vacuum cleaners 
and washing machines are time and labour saving devices which 
should not be looked upon as luxuries, that electric refrigerators offer 
convenience and a safeguard to health or that television and radio 
provide entertainment and pleasure within the reach of people of 
comparatively modest means, In addition to the fact that they enjoy 
higher levels of income, one of the reasons for this wider acceptance 
is that people have grown accustomed to the dependability of 
appliances generally, Reference was made by one witness (p. 939) 
to the difficulty of persuading consumers that they ought to purchase 
refrigerators in the days when these were first being introduced and 
when it was necessary to convince them that the compressor would 
not blow up, as sometimes it did, The durability of appliances is an 
allied factor in promoting public acceptance of these products, Con- 
sumer confidence in brand names is strengthened as a result of satis- 
faction derived from branded articles previously purchased, 
Guarantees by manufacturers also assist in creating greater con- 
fidence, Obviously when a product meets less sales resistance on 
the part of the customer, it can be handled on lower margins, and in 
a free market, someone is sure to supply the article at a reduced 
markup, A measure of the confidence consumers now have in 
electrical appliances is the extent to which price-cutting in the 
metropolitan areas was said to have affected sales elsewhere, It was 
reported by a number of witnesses that many appliances were sold 
outside the immediate market area on orders received by mail and 
telephone, 


When, in addition to the fact that many electrical 
appliances enjoy much wider public acceptance than they formerly 
did, certain functions in their distribution which have generally been 
performed by the retailer, are being done to a greater degree by the 
manufacturer, the opportunity for some retailers to sell profitably 
to the consumer on smaller margins is increased, Looking first at 
the matters of servicing and guaranteeing of appliances, it is clear 
that manufacturers in this field have assumed a more direct res- 
ponsibility to the consumer than is the case in many other lines, 

This is not to say that appliance retailers may not do more for their 
customers in the matter of service than do retailers of some other 
products, but rather that the manufacturer shares this responsibility 
with them more directly than is the case in many other fields of 
retail trade, In the first place, the manufacturer is directly involved 
in the warranty system under which the parts of the appliance are 
guaranteed by the manufacturer against defects over lengthy periods, 
This warranty system was originally introduced to promote consumer 
confidence in electrical appliances (pp. 931, 939), In addition, 

many manufacturers maintain service facilities, at least in the larger 
metropolitan areas in Canada, or enter into contracts with service 
companies, so that at the time the customer buys his appliance he 
may also buy the manufacturer's service policy, which thus relieves 


es 


the retailer of any responsibility in this connection (pp. 658, 680, 
1024), Not only does the appliance manufacturer's activity in this 
matter reduce the retailer's responsibility and thus his cost of doing 
business directly, but it also greatly enhances public acceptance of 
the product, How much it means to public acceptance was indicated 
by one witness who said (p. 601) that the products of Canadian General 
Electric Company Limited were used more than any others as loss- 
leaders because of the high standards of quality and service offered by 
this Company, 


In the promotion of the sale of electrical appliances by 
advertising the retailer receives very substantial assistance from the 
manufacturer, The national advertising alone which is done by manu- 
facturers, is a powerful factor in making the retailer's selling job 
easier, In addition, many manufacturers in the industry have a co- 
operative advertising plan under which the dealer inserts an 
advertisement for products of a particular brand with his name 
prominently displayed and the manufacturer pays a portion, often 
50%, of the cost of such advertising, This practice has been en- 
couraged according to one witness (p. 1102) by the fact that it has 
been customary for years for a number of daily newspapers to 
require a manufacturer to contract to take a given amount of space 


during a year at the national advertising rate as a condition of the 


local dealer being granted the local rate for his advertising, Other- 
wise the local dealer is required to pay the national rate, The 


‘cumulative effect of all kinds of advertising of electrical appliances 


is obvious, and must certainly have reduced the selling problem for 
the retailer, 


: Another function in the distribution system ordinarily 
performed by the retailer is the demonstration and promotion of 
products he has to sell to whatever extent this is necessary to 
encourage public acceptance of the products. With new products 
excepted, the need for such demonstration appears to have declined 
in the electrical appliance field as the various types of products have 
been perfected by manufacturers and as the average consumer has 
become more accustomed to their use, Certainly the need for any 
demonstration by the retailer of the smaller appliances such as 
toasters, kettles, and irons, which were said to have been most 
affected by price-cutting, would appear to be slight indeed, Even 
with larger appliances, where the possible value of demonstration is 
more evident, the Canadian Association of Consumers said that many 
consumers were not influenced by dealer promotion, that the creation 
of demand was done by the manufacturer, and the retailer merely 
explained how the article worked (p. 1767), Another witness said 
that dealer demonstration mostly took the form of display, because 
whatever teaching was necessary was usually done in advertisements 
or in the book of instructions (p. 3222), A large appliance retailer in 
Montreal said (p, 1789) that very little demonstration was required at 
the point of sale, because of the large amounts spent on adve rtising 
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by manufacturers, He also referred to the fact that he had sold tele- 
vision sets, automatic washers and dryers over the telephone, in- 
dicating the high degree of public acceptance these newer appliances 


had already achieved, 


With reference to new types of products, some witnesses 
said that dealer demonstration and promotion were essential to their 
introduction to the market (p, 1065) and suggested that price-cutting 
was discouraging needed promotion of new products such as automatic 
washers, automatic dryers, etc, That this was an over simplification 
of any difficulties being experienced in the sale of some types of new 
products was indicated in other submissions, It was pointed out that 
the public had not yet generally accepted dishwashers, because they 
required a lot of plumbing and were quite expensive, that until this 
year dryers had not been widely accepted, but that recent changes in 
the design of the product had made them more desirable, and that air 
conditioners which were not selling well two years ago, had now, as a 
result of increased advertising by manufacturers, reached such a de- 
gree of acceptance that they too could be sold by telephone (pL bool) 
Further, it was suggested by a large retailer in Toronto (p, 683) that 
the manufacturer had to pave the way for public acceptance of new 
products and that dealer demonstration and effort did not add a great 


deal, In any case it was said the manufacturers themselves sometimes 


sent people out to demonstrate a new type of product on the retailer's 
premises, Inthe case of automatic washers another witness stated 
(p. 1783) that all installation, demonstration, service and guarantee 
are the responsibility of the factory representative, but it should be 
noted that he was speaking with particular reference to the metro- 
politan area of Montreal, 


An example of the extensive assistance given by the 
manufacturer to the retailer in the introduction of new types of prod- 
ucts was given by the Canadian General Electric Company Limited 
in the case of its electric floor polisher (p. 810), The importance 
of selling the first five or 10% of the people in the potential market 
and the effort necessary to convince them that they should buy the 
new product were stressed, Reference was made to the amount 
of research undertaken to develop the design of the new polisher, 
which included surveys of consumer reaction to three different 
makes of polishers already being manufactured, and which for this 
purpose were lent on a trial basis to over 200 people, After 
extensive model making, testing and redesigning, the polisher went 
into production, and, as one promotional step, between four and five 
thousand were sold at a loss to distributors and dealers for use in 
their own homes, Canadian General Electric then released several 
large newspaper and magazine advertisements across the country, am 
for one month had over 600 billboard advertisements, in English and 
French, across the country, The Company then organized about 


1200 display and demonstration centres, in each case two-thirds of 


the cost being paid for by the retailer, Following this extensive 
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promotion by the manufacturer, the retailers displayed the product, 
called on prospective customers in their homes and demonstrated or 
loaned the polisher to prospective purchasers, The floor polisher 
was introduced in Canada in 1949. To whatever extent the early 
success in the sale of floor polishers might be credited to dealer 
demonstration and promotion, it would seem that such activity was of 
less importance by 1953, when a market survey conducted by 
Canadian General Electric Company Limited revealed that of 1, 351 
people who were contacted and who had bought floor polishers, 56% 
said that what brought the polisher to their attention and influenced 
them to buy, was the fact of a friend owning one (p. 890). 


The combined effect of the advertising and other sales 
promotion done by the manufacturers, the dependability of the 
products, the guarantees provided and other factors, in the opinion of 
some witnesses is that most electrical appliances today are ''pre- 
sold'' as they were not five, ten or twenty years ago ope LS ee90; 
2795, 2798), and that the retailer therefore has a less difficult task 
in making a sale. The fact that grocery supermarkets were going into 
the sale of appliances in the United States was referred to in this 
connection (p. 1790), although another witness thought that self- 
service, while possible on lines such as food-mixers which do not 
change from year to year, would not be appropriate for those lines 
which had yearly models and in the sale of which the manufacturer's 
advertising alone would not be sufficient, It is interesting to note in 
this regard that, in the report of the Super Market Institute in the 
United States 15% of 396 member companies, representing 3,500 
stores, were shown as having handled electrical appliances in 1953 
Pelicompared with only 9% in 1952, (1) 


(b) Increased Emphasis on Rapid Turnover and Volume Selling 


Throughout its inquiry the Commission was impressed 
with the growing emphasis in Canada on volume selling at low mark- 
ups in certain lines of trade, and the extent to which some retailers 
whose businesses were being affected by this trend were inclined to 
identify this with loss-leader selling. The latter tendency was 
commented on by the Canadian Association of Consumers in their 
second submission to the Commission, at its final hearings, The 
Association stated that with perhaps one or two exceptions most of 
the instances of loss-leader selling cited to the Commission during 
its sittings did not involve predatory price-cutting, but only a conflict 
between those retailers who chose to do business on the basis of 
rapid turnover and small markups and those retailers who could not 
or would not use the same system (p. 3906). In urging that nothing be 


(1) Business Week, September 18, 1954, 
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done to restore a system of price maintenance as a means of con- 
trolling loss-leader selling, the Association said that it would result 
in an inevitable future partnership between consumers and "bootleg 
cut-price dealers", because the desire of consumers to get the most 
for their money could not be eliminated by law and the: desire7or 
‘ndividual retailers to conduct their business as they saw fit could 
not be wiped out merely by calling volume selling unfair, A similar 
view was taken by the Canadian Federation of Agriculture in 
suggesting that a new system of retailing might be developing, based 
on fewer dealers with larger volume and lower markups. In the long 
run it was said this would result in a wider distribution of many lines 
of goods at lower prices, This would not only bring gains for 
consumers but would also mean a larger volume of production and 
employment (p. 3948), The British Columbia Division of the Retail 
Merchants! Association of Canada argued that most drug stores, 
appliance and hardware stores and tobacconists required larger 
markups than self service supermarkets in handling the same products 
and similarly that discount houses need lower margins than : 
traditional retailers of appliances who must provide for the cost of 
display space, heavy advertising costs, service, down town occupancy 
and a high proportion of salaries to selling costs, Supermarkets and 
discount houses in the view of this Association were natural 
developments in the field of selling. The same attitude was taken to- 
ward the appearance from time to time of innovations such as self- 
service, prepackaged merchandise, vending machines and other 
lower cost methods of doing business, which, it was felt, served to 
check the natural inclination of traditional retailers to add year by 
year to the services provided by their stores and to the markups on 
the goods they sold (p. 2629), 


That there is partial recognition in the trade that the 
electrical appliance business in Canada may be ina state of trans- 
ition caused by a striving for greater volume on lower margins, is 
suggested by an editorial appearing in the August, 1954, issue of 


the Radio, TV and Appliance Trade Builder which reads in part 
as follows: 


"Noticeable, too, of late is what may become another new 
trend in the business, It is beginning to look as though our 
industry might follow the pattern set by the food industry many 
years ago, when the first supermarkets came on the scene, 
These stores, some of them giant enterprises, operate largely 
on the appeal of minimum prices with practically no service. 
The customer gathers his purchases, passes through the turn- 
stile, pays cash, and carries home his own groceries, Still 
operating, though, is the smaller independent grocer who 
delivers the goods, extends credit and gives services of many 
sorts to justify the somewhat higher prices he is compelled to 
charge, Will the radio, TV and appliance business settle to 
this pattern? Many industry leaders are beginning to think so 
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and there is considerable evidence to support the belief. 

While the operation of the 'Supermarket' appliance dealer would 
not necessarily be as simple as that of the big grocery chains, 
all extra services could be sacrificed; much as now, in the 
case of some dealers, in the interests of greater turnover at 
lower prices, It is possible, therefore, that the public may 
find two types of dealers: Those who take a personal interest 
in their needs and problems and assume the responsibility for 
the satisfactory operation of the purchase, and those who offer 
merchandise at a lower price with the understanding that the 
customer is more or less on his own," 


In the electrical appliance field, information about the 
operations of a number of large volume retailers was presented to the 
Commission bearing upon this question, 


New Era Home Appliances Ltd. is a retailer of electrical 
appliances in Toronto, The Company handles major appliances for 
the most part, though smaller appliances, toasters, irons, ,étc. “are 
also carried. For both classes of merchandise, all the items handled 
are nationally known brands, The Company began business in Toronto 
in 1945, with one employee in addition to the proprietor, and with no 
warehouse, At the time of the hearings the Company had 45 perm- 
anent employees and eight part-time employees. Its warehouse 
carried about 4,000 items (p. 640). It followed an aggressive selling 
policy and advertised extensively at low prices, Such advertising 
moved stock very quickly, an example being given of electric floor 
polishers, advertised in the Toronto Daily Star in the noon edition, 
with 100 of them being sold by four o'clock in the afternoon of the 
same day (p. 652), Its buying policy was to purchase large amounts 
of merchandise at the cheapest possible prices. Reference was made 
to television sets being bought in large quantities in the off-season, 
the late spring, when they could not be expected to sell readily, and 
being carried until the fall when they would sell rapidly. The 
Manager asserted that his Company used the same markup on cost on 
all products, which markup had recently been dropped from 20% to 
between 15% and 17%. The manufacturers' suggested selling prices 
would have yielded a markup on cost ranging from 33 1/3% to 50%. 
Gross sales from May 1, 1953, to May l, 1954, amounted to 
$4, 338,000 (p. 649), which he claimed to be the largest volume of 
business done by any single retailer of electrical appliances in Canada. 


Another appliance retailer in Toronto, who did a sub- 
stantial but smaller business than New Era, was Lawson Appliances, 
This firm had been in the electrical household appliance and furniture 
business for five years. It had over 9,000 square feet of show room 
space, Most of the lines handled were nationally advertised brands, 
Competition was said to be gradually forcing prices down and causing 
retailers to strive for a larger volume of business in order to 
maintain profits, It was the policy of Lawson Appliances to apply the 
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same markup on all appliances, and to reduce unit costs by selling 
in volume. Sales of small appliances had quadrupled in the past two 
years (p. 1022), Savings in handling costs were made where 
possible by selling goods in the original factory carton or crate, 
without unpacking. At the time of the hearings the markup on cost 


was about 17% (p. 1033). 


In Windsor, Waddell's Sound and Radio Limited had been 
in the appliance, radio and television business for 18 years, during 
which time the premises of the Company had expanded very con- 
siderably, Currently about 50 people were employed and 13 service 
and delivery trucks were used in the business (Dp. 697). the total 
yearly volume of business done by the Company was said to be 
considerably over une million dollars, Nationally known lines were 
handled and buying was done in large quantities in order to obtain the 
lowest price. For example, television sets and refrigerators were 
bought by the carload (p. 699), The warehouse attached to the retail 
store could handle approximately seven carloads of merchandise, 
The example was given of the effect on volume of the sale of 
electrical floor polishers at low prices, In the eight months prior 
to July 1, 1953, the Company purchased 23 floor polishers for sale 
to the public, About this time the Company introduced a new policy 
on floor polishers, which also applied to electric kettles ard irons, 
under which costs of handling were reduced by eliminating credit, 
delivery and salesmen's commissions on these items (p. 700). 

Mr. Waddell said that at this time, when the manufacturer's 
suggested retail price on these electric floor polishers was $54, 95 
and the cost price to the retailer was approximately $39.00, he ran 
an advertisement offering floor polishers at $44.95, or about 15% 
above cost, Asa result of this advertisement, which cost the 
Company $24,00, 57 polishers were sold at a gross profit of $356. 00 
(p. 701). Following this policy, Waddell's Sound and Radio Limited 
purchased for sale to the public 1700 electric floor polishers 

(p. 700) in the period from July 1, 1953, to March 1, 1954, 


The Music Bar Inc, is a retailer of electrical appliances 
which started business in Montreal in 1940, selling phonograph 
records, Because it was difficult to get appliances during the war, 
the Company did not enter the appliance business until 1945, in which 
year its sales of electrical appliances amounted to about $75, 000. 
The Company's annual appliance sales volume remained at much the 


same level until the end of 1951, when the legislation prohibiting 


resale price maintenance came into effect, At that point the Company 


adopting a new selling policy, began to sell its appliances at a gross 
profit margin on selling price of about 18% (p. 1778), corresponding 
to a markup on cost of about 22%, instead of the much higher markups 
included in the manufacturers! suggested retail prices, The 


immediate result was that in 1952, the money value of its appliance 


sales multiplied by three, and the Manager stated in June, 1954, 
that the Company was doing an appliance business of half a million 
dollars a year (p. 1775), The Company could operate successfully 
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on this low markup because the products handled were nationally 
advertised standard items, largely pre-sold and therefore requiring 
very little sales effort by the retailer. Customers knew that all 

the goods were brand-new and packed in the original factory crates, 
and that in buying at this small store they would obtain precisely 

the same article as they would get at any of the large stores. Thus 
the Manager was able to say that he recalled one Friday evening 
when he had, himself, sold 17 television sets (p. 1779), and that his 
business had gone up from $100,000 a year to $500, 000 without any 
increase in staff (p. 1778). No salesmen's commissions were paid, 
because the Manager did practically all the selling hirmself,. »ihere 
were no problems of inventory control, such as were found in larger 
organizations, In short, continued low overhead, combined with 
great increases in sales volume, enabled the Company to earn good 
profits on low markups, 


At the time of the hearings in Vancouver, Wosk's 
Limited had four locations in the metropolitan area of the city and 
were considering the addition of two more, Of the total business 
done, 75% was in major appliances, 5% in small appliances and 20% 
in furniture. The Company began business in 1932, Volume was 
said to have increased approximately ten times in dollar value but 
in the interim this firm had developed from one store to four outlets. 
It was stated that Wosk's maintained service departments for all 
lines sold, including refrigerator service, stove service and TV 
technicians, The Company also followed a policy of delivering major 
appliances within a radius of 100 miles without making an extra 
charge, The over-all gross margin on sales realized by Wosk's was 
stated not to have varied very much during the period of rapid 


expansion, The percentage margin on sales was given as 28% in 


1951, 24% in 1952, and 26% in 1953, The Company's operation, was 
based on quantity buying, which permitted it to sell at lower prices 

in order to attract more business, It was suggested that, since these 
quantity prices were not special deals and were open to anyone, three 
or four smaller retailers by combining their purchases could get the 
same prices from suppliers as Wosk's Limited (p> 315392 


Other witnesses gave further indications of a trend in the 
direction of volume selling at lower prices, Eddie Black Limited in 
Toronto said that the ''cut-rate houses" had cost advantages which 
could be passed on to consumers in lower prices, arising out of 
reduced overhead by the elimination of the amount spent on display, 
by dealing on a cash-and-carry basis, and by buying in carload 
quantities (p. 776), the extra discount on quantity purchases these 
volume retailers were able to get sometimes equalling or even ex- 
ceeding the normal margin of net profit of the ordinary retail outlet. 
The opinion was expressed that many electrical appliance dealers 
had lost sales because of their own insistence on keeping retail 
prices high, instead of passing on to consumers in lower prices some 
of the benefits of the greatly increased post-war volume and thus 
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attracting more business, It was suggested further that the volume 
retailers were here to stay, and that in order to compete with them 
the department stores and other dealers would have to find some way 
of cutting down their own distribution costs, because a change had 
been touched off in retailing which could not help but lower prices to 
Canadian consumers (p. 777), Eddie Black Limited had operated a 
traditional type of appliance retailing business until Pebruary, 1954, 
when an opportunity to expand the premises presented itself and the 
Company, deciding to accept what it regarded as the trenadsin 
merchandising, adopted the policy of selling on narrower margins, 
without reference to the manufacturers' suggested selling prices 

(p. 787). Asa result of this change, the Company was doing a 
larger volume of business, enjoying more multiple sales even on 
such large items as refrigerators, stoves and washers, and the 
customer was getting his appliances at lower prices (pp: WSs ras): 


The Canadian Electrical Manufacturers Association 
conceded that a few of the price-cutting retailers had achieved low 
operating expenses because they had succeeded in raising their sales 
volume to tremendous figures (p. 999). A member of the delegation 
representing the Canadian Retail Hardware Association indicated that 
in the more densely populated areas there was a definite move in 
the hardware trade towards the introduction of some form of self- 
service by streamlining retail operations after the supermarket 
pattern (p, 3737): 


The same factor appears to be at work in the retail 
trade in the United States, as indicated by reports in numerous 
business publications and by certain representations made to the 
Commission, In an article entitled ''Price Cutters Grab the Ball’ 


in Business Week of April 3, 1954, the following comments were 
made; 


Retailing is going through an upheaval that may prove 
as significant as that which produced the supermarket back 
in the 1930's, This current revolution in the marketplace, 
which affects appliances and hardgoods, has no name as yet, 
So far, it gets its identity from its chief symptom -- the 
discount house, It might be called the Discount Revolution 


At this stage of the game it is pretty hard to tell exactly 


what shape the future will take and what will finally become of 
the discount house , 


One thing does seem certain, however: No matter what 
form the distribution of appliances and other hardgoods finally 
takes, the cost of distribution is due for a permanent 
readjustment -- downward. 
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The readjustment has probably already taken place. In 
a survey of the country, Business Week reporters last week 
sampled the prices at which you can buy appliances at the 
present time, 


The prices they were quoted followed an interesting and 
consistent pattern way below the 'suggested' prices, Here 


were the prices they were given in five cities on: 


Westinghouse General Electric RCA 2l-in. 


Laundromat Vacuum Cleaner TV Set 

5 canada. lacs th. tk dance) edigalg teen ada. 9 Ca 
List Price 299.95 89 5 pS Beye he 
Columbus 245, 00 65,00 170, 00 
Atlanta 230, 00 62, 40 Li76,. 35 
Boston 240, 00 63, 00 175, 00 
Los Angeles 232, 89 61,97 be Pi Rae | 
Nashville 240, 00 72,00 LO 


In the food field, the evidence presented to the 
Commission indicated a continuing trend toward greater self-service, 
though as is widely recognized, this is a trend which has been in 
progress for many years, Canada Safeway Limited described a 
number of factors which are typical of its type of operation in the food 
field and which had been responsible for lowering its costs of 
distribution, All stores were operated ona cash and carry basis, no 
deliveries were made to homes and no telephone or C,O.D, orders 
were taken by the stores (p. 2834), Years ago the Company had had 
a delivery service under which customers were charged 10¢ for a 
minimum order, but it was found that the delivery service was 
costing more than 10¢ per order and it had been discontinued (p. 2996). 


Canada Safeway Limited claimed that there had been 
literally thousands of innovations and improvements in grocery retail- 
ing in recent years, the cumulative effect of which had been sub- 
stantially to lower food distribution costs, Some of these improvements 
could be observed by shoppers but the largest proportion of them were 
said to have been in work methods and so-called back- stage 
operations, The following were given as examples of recent 
improvements: better refrigeration, handling and packaging had 
reduced spoilage; better planning of the stores meant that 
merchandise could be moved from the back store-room to the store 
shelves with a minimum of effort and waste steps; better designed 
shelves had been developed which were easier to stock as well as 
more convenient for customers; the introduction of order invoice 
forms with code numbers in place of cumbersome written reports 
facilitated the ordering of merchandise by store managers and had 
reduced the time necessary to make out orders from ten hours to 
two; better designed check-out stands, with scale, cash register and 
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check-out in proper relationship permitted a larger volume of 
merchandise to be handled in shorter time; the convenience and 
layout of stores had been improved and larger parking lots had 

been introduced and there had been a widespread changeover to 
self-service (p. 2886), The integration of warehousing and retailing 
operations had been the source of a great many economies which 
this Company stated were available to any other retailers who chose 
to operate in the same way (p. 2952), 


A measure of the extent to which handling costs in the 
food industry were declining was given by Canada Safeway Limited 
in referring to the Company's average realized markup including 
cost of warehousing, as a percentage of sales, which markup was 
24,5% in 1933, 18,8% in 1938 and for the Vancouver stores alone 
15.7% in 1953 (p. 2888), The volume of business done naturally also 
afforded economies in enabling the Company to buy at the lowest 
possible prices, Although ordinarily a single independent retailer 
not integrated in any buying group would not be able to buy on the 
same basis as Canada Safeway Limited, it was possible that a very 
large independent retailer might do so, Other economies were 
derived from the integrated merchandising system in the promotion 
by Canada Safeway Limited of their own private brands, It was said 
that these could be sold at prices slightly lower than competitive 
national brands, because the supplier companies did not incur the 
expenses of salesmen on the road, of heavy advertising, etc, 


(p. 2993). 


An analysis of the factors leading to the development of 
self-service in the United States was given by William Emory, 
Professor of Marketing, ie ater yes of Florida, in a study entitled 


"Self-Service in Retailing" 1) from which the following extracts are 
taken: 


‘While improved methods and techniques in retailing 
have developed tremendously in the last century, this progress 
has been largely overshadowed by the great strides made in 
manufacturing during the same period, However, within the 
last 20 years a major revolution has completely changed food 
retailing and now holds great promise of repeating its perform- 
ance in other merchandise lines, 
service 


This movement is self- 


° ° 2 


The advent of self-service grocery retailing resulted 
from a mixture of economic, sociological, and technological 
developments, The immediate success factor in the early 
A o0%8 was primarily economic -- the strong appeal of drastic 
price reductions , 


(1) Economic Leaflets, March, 1954, 
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Supermarket operators could sell for less because de- 
pressed business conditions and their large volume gave them 
a strong bargaining position, These buying advantages are often 
mistakenly suggested as the major sources of supermarket 
price savings, More important savings for the consumer come 
from lower store operating expenses, These economies largely 
result from the customers! assumption of many tasks ordinarily 
performed by the store and its personnel. This reduces the 
number of employees needed and enables all employees to be 
used more efficiently in routine stock work, Another cost 
saving comes from their cash-and-carry policy. This reduces 
the need for operating capital, and eliminates bad debt losses 
as well as costs of credit and delivery departments, Many 
savings come from the economies that result from the large 
scale of operation . 


In spite of its economies it is doubtful if the supermarket 
could have developed as a permanent institution much earlier 
than it did. Before then it was customary to purchase meats 
and groceries at separate stores, Since few people had re- 
frigerators before the 1930's, it was necessary to shop fre- 
quently for food, Until automobile ownership became wide- 
spread it was not likely that supermarkets could have attracted 
customers from an area wide enough to support such large 
stores, Population movement toward the suburbs in the larger 
cities was also fostered by the growth of auto ownership and 
furnished support for the supermarket movement, The develop- 
ment of brand recognition and packaging innovations were other 
factors, Not until manufacturers had developed strong brands 
could the consumer shop by self-service satisfactorily, and not 
until packaging methods and materials were developed could 
merchandise be profitably sold inthis manner... 


Since World War II, the conversion and expansion of both 
independent and chain supermarkets have been phenomenal. In 
the short four-year span from 1947 to 1951 there was a 57 per 
cent growth in the number of supermarkets in this country, a 


The Retail Merchants! Association of Canada (Saskatche- 
wan) Incorporated, in its joint submission with the National Foods 
Division of The Retail Merchants Association of Canada Inc., 
expressed agreement with the view that no end was in sight in the 
trend toward the lowering of food handling costs (p. 4131) and con- 
ceded that the cost of doing business in the retail food trade might 
continue downward as efficiency improved, till in some cases it 
might even become less than 10% (p. 2418). A spokesman for this 
group, Mr, A, A. Shelly, provided the Commission with information 
about the operations of his own firm, Shelly Brothers of Saskatoon, 
which indicated that the trend toward lower margins in food retailing 
was not limited to the largest chain organizations, Shelly Brothers 
began business as food retailers and by 1928 had built up a chain of 
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34 unite am the Saskatoonarea; In: 1933; thepfizm entered the whole- 
saling field by undertaking to supply 50 independent merchants on the 
same basis as the firm's own units, Shelly Brothers were now 
supplying 37 of their own units and over 100 independent retail stores 
(p. 4231), A number of factors which contributed economies to the 
operations of stores owned by the firm and also of associated stores 
were referred to, Each of the latter was required ‘to place its total 
requirements with Shelly Brothers, which meant that accurate fore- 
casts could be made in buying supplies, a steady volume would be 
assured the firm and large orders would be encouraged, There was 
no sales department and therefore reduced costs of selling at the 
wholesale level. The cost of maintaining a credit department and of 
credit losses was eliminated by the method of payment, Before each 
quarter, a set of cheques payable to Shelly Brothers was sent to each 
store for signing and return to Shelly Brothers, Weekly statements 
were then sent out to the associated stores showing in each case the 
amounts of the purchase orders and credit notes, if any, and the 
presigned cheques for the applicable week were filled out in the 
amount of the balance owing. For groceries, only weekly orders and 
delivery on the same day of the week for the particular store were 
encouraged, although produce was supplied more frequently, De- 
liveries were increasingly made by the firm's own trucks which 
avoided costly trans-shipments, Printed order invoice forms were 
used, which meant a saving of time for the grocer in ordering his 
requirements, Other factors were mentioned such as the introduction 
of a conveyor line in the warehouse and the making available to re- 
tailers of theservices of a store engineer and a store consultant to 
assist in making more efficient the design and operation of stores. 


That the gtowth in Canada of such organizations as that 
sponsored by Shelly Brothers has paralleled similar developments in 
the United States is indicated by an article in the New York Journal of 
Commerce of April 15, 1954, which reads in part: 


''The 'chain competition' bogey is being laid to rest in 
convincing fashion by progressive elements in the traditional 
wholesaler-retailer team in food distribution, known 
industrywise as 'the independents’, 


Adopting some of the costs-saving policies pioneered by 
mass distribution, and combining them with the advantages 
inherent in individual operation, aggressive wholesalers and 
retailers are scoring sharp sales increases by close teamwork, 


7 This is taking the form of affiliation with national or 
regional voluntary groups, In this set-up, the wholesaler 


functions along lines roughly comparable to the functions of the 
supply warehouse in the corporate chain field, 


3 Costs are pared, advertising, store engineering, account- 
ing, and other functions are centered at "headquarters', anda 
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closely-knit marketing organization is the result , 


Initially, individual wholesalers merely organized 'buying 
associations' to obtain the competitive price advantages 
possible through large-quantity buying. Gradually, these groups 
began to perform auxiliary service functions for their members 
and their affiliated retail grocers, to aid them in combating 
chain competition, "' 


An example of this type of development in Canada is the Independent 
Grocer's Alliance (I.G.A.), A statement describing the rapid growth 
of this organization, made by its President, was reported in the July, 
1954, issue of The Retailer, He referred to the 400 1.G,A, retailers 
as the largest group of food stores in Canada, and proceeded: 


"I,G,.A, sales in Canada have increased 100 per cent over 
1953 and will top $125, 000,000 by the end of 1954... The 
tremendous progress made by 1.G. A, Canadian grocers in the 
first six months of 1954 borders on the incredulous [sic], They 
have shattered all records made in the 28 year-old history of 
I,G, A, by doubling their sales volume as compared to the same 
half year period in 1953... Our Canadian retailers have 
quickly taken advantage of every opportunity available to them 
through their 1,G.A, membership, They are enjoying the 
benefits of planned saies campaigns, effective advertising 
programs, top level promotions, and low prices that enable 
them to compete with any other food retailing organizations, 
And, most important of all, they have remained independent, 
free to conduct their businesses in any manner they choose, "' 


A submission relating to the drug trade indicates that 
other fields of retailing have been affected by the same influences, 
Drug Trading Company Limited which is now owned by 1600 retail 
druggists across Canada was organized in 1904 to enable associated 
druggists to compete with the price-cutting then prevalent, by 
reducing purchase costs through group buying (p, (303), “Later, to 
compete with the growth of the chain and department stores, a co- 
operative advertising plan was developed. 


For this purpose, in 1932, a group of members of Drug 
Trading Company Limited formed the Independent Druggists 
Alliance, This group, now numbering about 475, has continued as 
a separate department of Drug Trading Company Limited, advertising 
co-operatively as the I,D. A, stores (p. 364). It was said that the 
volume of purchasing done by Drug Trading Company Limited enabled 
it to buy at prices as low as those available to any other distributor 
(p. 365), Drug stores which are not associated with Drug Trading 
Company Limited were also reported to have improved their buying 
position because, in order to retain business, other wholesale houses 
had to meet the prices of Drug Trading Company Limited, 


See 


(c) Effects Produced by Frequent Changes in Models in Some Lines 
Effects Produced by Frequent (eng 3 ee 


In the generally buoyant economy of the post-war period, 
except by reason of material shortages, there were few obstacles to 
the introduction of new products to the market and to the exploitation 
of new developments in the manufacture of existing products, Capital 
was readily available for new investment, development and research 
budgets were adequately financed, and the consumer enjoyed a high 
and rising level of income, In these circumstances it is not surpris- 
ing that manufacturers of certain lines of consumer durable goods 
appear to have been constantly improving the design and operation of 
their products and frequently introducing new models incorporating 
these improvements, Also there seems to be little doubt that there 
has been a growing inclination on the part of manufacturers of some 
lines of consumer durables to turn to account the public interest in 
whatever is new, and to make the most of technical changes, by offer- 
ing to the consumer yearly models of some products, particularly 
where seasonal factors affect demand, In the information placed 
before the Commission, this trend seemed to have been most marked 
in the field of major electrical appliances, The policy has of course 
been a feature for many years of the manufacture of automobiles, 
Such a policy, as reflected in style changes, has prevailed in the 
clothing industry for an even longer period of time, In the appliance 
business, onehas only to compare the type of sales promotion applied 
to radios with that applied to television sets to see how marked the | 
emphasis on yearly models and on style changes can be. 1) The two 
products of course are not comparable, in that technical innovations 
are now being made in the manufacture of television sets more rapidly 
than is the case with radios, 


The introduction of new models, whether because of 
technical improvements or style changes, appears to be a factor of 
considerable importance leading to more competitive pricing at the 
retail level, It was pointed out in several presentations to the 
Commission (pp. 614, 3097).that frequent changes in models result 
in the manufacturer having more end-of-the-run lines to be disposed 
of as the production of a new model may begin before all stocks of the 
older model have been marketed, The manufacturer is consequently 
under pressure to clear these lines before introducing new models, 
As a matter of convenience in handling fewer orders, if not out of a 
desire to avoid disrupting the market over too wide an area, it 
appears from the information given to the Commission that the 
manufacturer, in addition to making a general reduction in the prices 
of models being discontinued, frequently, as the new buying season 


(1) N.B. In an earlier period model changes in radios were em- 


phasized in much the same Way as is now the case with 
television sets, 
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approaches, offers special prices on large quantities to a few dealers 
known to be able to move merchandise quickly, Insuch circumstances 
it is in the interest of the manufacturer that the suggested retail sell- 
ing prices be departed from in order to clear the market for the new 
models, and evidence was given to the Commission that some manu- 
facturers have acquiesced in or encouraged such price-cutting (pp. 
615, 3097, 3820). The effect of these special prices is of course 

to place the dealer who buys in large quantities at a competitive 
advantage, 


It is understandable in such circumstances that small 
retailers might be convinced that loss-leader selling was taking 
place, since they would not be aware that such special prices from 
the manufacturer were available to their competitors, The general 
price reductions often made by the manufacturer as the new selling 
season approaches also tend to improve the competitive position of 
the larger dealer, This is so because the small dealer cannot afford 
to finance or store end-of-the-year models in large quantities, 


In addition to the pressure placed upon manufacturers to 
clear end-of-the-run lines, the frequent introduction of new models 
also exerts pressure on retailers and distributors to get rid of dis- 
continued models, particularly where the difference between the old 
and the new is more than one of minor changes in style or when the 
manufacturer has reduced substantially the price of his remaining 
stocks of older models, As an example of the operation of this 

principle, one witness referred to the widely recognized intensity of 
competition in the automobile trade in the summer of 1954, when 
dealers offered free accessories, cash discounts and exaggerated 
trade-ins, because they were under pressure to clear their stocks with 
new models about to appear on the market (p. 3795), Similarly the 
successful introduction of new models of appliances would appear to 
depend to a considerable extent on the ability of retailers to dispose 
of their stocks of existing models, This emphasizes the function of 
flexible pricing at the retail level when the frequent introduction of 
new models is a feature of the trade, and may often result in what 
appears to be loss leader selling. 


Another aspect of the matter is that the frequent intro- 
duction of new models will encourage consumers to purchase replace- 
ment articles sooner than they would otherwise, Presumably this 
is one of the main reasons for changing models frequently, It would 
seem therefore that the number of transactions which involve a trade- 
in is likely to rise. Consequently, because it is a simple matter 
for a retailer to change his prices by varying the amount allowed on 
the trade-in, this too will tend to preclude a stable pattern of net 
prices in the lines affected. How important the trade-in can become 
in the sale of some lines of electrical appliances was indicated by a 
retailer from Windsor, who said that in sales of television sets by 
his company, approximately eight out of ten transactions involved a 
trade-in (p. 709). 
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One witness who thought that misleading advertising rather 
than loss-leader selling was the principal cause of trouble in the 
appliance industry, said, in this connection, that a serious abuse was 
the false advertising of discontinued models as current models (p. 
770), The Better Business Bureau of Ottawa and Hull Incorporated 
said that, in its experience, this practice was not used extensively 
but that it was sometimes indulged in when the store did not have the 
latest model (p. 3899). To the extent that misleading advertising of 
this kind is the cause of some of the difficulties facing appliance 
retailers, the frequent introduction of new models would obviously 
tend to aggravate the problem, 


(d) Breaking Down of Some of the Traditional Distinctions 
Between Trades 


Among the wholesalers and retailers who took the most 
serious view of loss-leader selling there appeared to be a common 
feeling that price-cutting by a merchant on lines which had not 
traditionally been sold in his trade, was particularly objectionable, 
This view was expressed particularly by some representatives of the 
tobacco, drug and hardware trades, It was explicitly argued that the 
lines used for this purpose by the new-comer in most cases con- 
stituted a far smaller proportion of his total business than in the 
case of the traditional handlers, and therefore price-cutting on 
these lines was likely to affect a far larger proportion of the latters! 
business, 


Undoubtedly difficulties are created for some retailers in these 
circumstances, There are however other considerations, some of 
which were referred to by the British Columbia Division of The Retail 
Merchants' Association of Canada, It was the opinion of the 
Association that loss-leaders were particularly predatory when a 
merchant using them chose items which he did not normally stock 
(p. 2626) and the illustration of a jewellery store selling silk stockings 
was given, The Association suggested that if the goods were taken on 
in a regular way, no one should take exception to products having a 
high rate of turnover being sold in drug stores, supermarkets, tobacco 
stores or anywhere else (p. 2705), It was said that the ancient 
conception of strictly defined trade classifications was breaking down 
and the Association could not stand in the way of sucha development 
even though it might be hard on some retailers who believed they had 
a vested right to trading in particular products (p, 2706). The 
economy of the country it was said, certainly did not suffer from 
methods of retailing which permitted products, formerly sold in 
stores dealing in virtually nothing else, to be brought to the consumer 


at lower prices, which still enabled the dealer to make a profit 
(p. 2708). 
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In submissions made about the alleged loss-leader selling 
of cigarettes it was said that the most vicious form of loss-leader 
practice occurred when a product unrelated to the real business of 


the store was selected foruse as a loss-leader and that this could 


create ruinous competition for the retailer who depended on that 
product for his main business (p. 1208), If food chains wished to 
attract customers by price reductions, it was argued, they should cut 
the prices of such things as meat, fruit and vegetables rather than 
cigarettes, the sale of which was considered, in these representations, 


to belong to another trade (p. 2205). Although a comparable break- 


down is not available for Canada, the following figures for the 
distribution of cigarettes in the United States, reported, in the 
Maritime Merchant of February, 1952, to have been compiled by the 
National Association of Tobacco Distributors, are illuminating. The 
total dollar volume of cigarettes sold in the United States in 1950, was 


_givenas $3, 870,000,000, and the following classes of retailers 


accounted for the percentages of the total indicated: 


Independent Grocers 18, 8% 
Vending Machines LOT 
Chain Supermarkets | 
Cigar Stores & Stands Dies 
Independent Drug Stores al. 
Restaurants, Bars & Liquor 

Stores 7.3 
Military Canteens 5.4 
Chain Drug Stores 4,3 
Department & Variety Stores rAB 
Mail Order Houses 2,0 
Hotel & Tourist Courts 1,4 
Service Stations Ono 
All Other Outlets 7.8 


Dean Grether has referred to this situation in one of his published 
studies, 1) in the following terms: 


''Tobacco products are on sale not only by dealers who are 
specialists in the general field but by a veritable horde of dealers 
far removed from the tobacco trade, All the varieties of 
department stores, super-markets, food chains, individual food 
stores, miscellaneous varieties of eating places, drug stores, 
confectionery stores, cosmetic and beauty stores, newsdealers, 
filling stations, mail order houses, country gene ral stores, 
liquor stores, soft drink stands, amusement enterprises, etc., 
form a competitive maelstrom which constantly threatens the 
small core of tobacco specialists, It is amazing that even a 


(1) E.T. Grether, Price Control under Fair Trade Legislation, 
ES oe ana «Pla Be jac 
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small group which can be considered 'regular' or 'bona fide' 
still survives in the welter of competition. "' 


Dean Grether's analysis suggests that it would be 
completely unrealistic to speak of cigarettes as "belonging" to a 
particular retail trade in the United States, That the situation in 
Canada is unlikely to be markedly different in this respect is 
indicated by a number of things. An estimate was quoted ani) 936 (7in 
the report of an investigation into an alleged combine in the distribu- 
tion of tobacco products, that there were about 60,000 retail outlets 
for tobacco products in Canada, or two out of every five retailers. 
The Green Book refers to the estimate made by one manufacturer 
that there are currently over 90,000 outlets for tobacco products in 
Canada or three out of every five retailers. According to the 195l 
Census of Distribution there were only 2, 330 tobacco stores and 
stands in the country, and their total retail sales, including non- 
tobacco products, amounted to 78 million dollars or considerably 
less than 25% of the 347 million dollars 1) worth of tobacco products 
produced for sale in Canada in 1951, 


As was indicated earlier, the drug trade in one sub- 
mission was said to be particularly vulnerable toinroads of a loss- 
leader character made by those outside the trade who might use some 
drug store items to build traffic in their stores. It was pointed out 
that drug products accounted for about 2% of the total sales of depart- 
ment stores, whereas nationally known lines of drug items accounted 
for 54% of the drug stores total volume (p. 337). Although Canada 
Safeway Limited, for example, said that there was a gradual increase 
in their sales of such items as tooth paste and related lines (p. 3003), 
it may be that this trend toward the addition of toilet goods and 
related lines by groceterias has not reached the same proportions in 
Canada as in the United States. In that country Professor Mund said 
it had been found that 85% of the country's supermarkets sold health 
and beauty preparations in 1951, as compared with only 37%, ten 
years before (p. 3234), With respect tohardware goods, representa- 
tions were made to the effect that the sale of some articles of hardware 
by food chains at prices substantially below the recognized trade level 
gave the public the impression that other retailers were taking 
exorbitant profits (p. 338). It was said that grocery retailers were 
offering selected standard lines of hardware at very low prices to 
attract customers into the stores so that they might be sold other 
Lines of merchandise (p. 449). It was argued that business was 
being diverted from hardware dealers in substantial volume (p. 1638). 


(1) Selling value at the factory. (The Tobacco and Tobacco 


a Industries, Dominion Bureau of Statistics, 
51 
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In a number of other submissions to the Commission 
(pp. 2443, 2515, 2641, 2646) complaints were made of manufacturers 
by-passing distributors or retailers, of wholesalers selling direct to 
the consumer and of other types of disruptions in the traditional 
pattern of distribution, but these were not described in sufficient 
detail to indicate whether they represented significant new develop- 
ments, or whether they were departures from customary trade 
practices which are always present in greater or less degree. 


PAN Post-War Transition from a Sellers' to a Buyers'! 
Market 
(a) Saturation of the Market in the Case of Some Products 


It seems clear from the views expressed to the 
Commission that a significant proportion of the increasingly com- 
petitive pricing existing at the retail level, at least in the sale of 
electrical appliances, is attributable to the fact that shortages have 


disappeared and a high and growing percentage of electrically 
equipped households are now supplied with these products. To the 
degree that retailers must depend for sales upon replacement of 
obsolete or worn-out articles, upon duplication of articles in the same 
households, upon the formation of new households and upon the 


extension of electrification, rather than upon meeting a backlog of 
demand, obviously there will be a greater incentive on the part of 


retailers to cut prices in order to widen their market, 


Of particular interest in this connection are certain 
figures as to market supply and unequipped households compiled 
annually by the Radio, TV and Appliance Trade Builder, a trade 
journal, The general basis upon which the figures were compiled in 
each year is indicated by the introductory remarks in the issue of 
June, 1954, as follows: 


"Covering the calendar year of 1953, figures involving 
factory sales have been supplied by the Dominion Bureau of 
Statistics, Using this dataasa basis, this publication has 
computed the list value of the merchandise, worked out the 
saturation for each appliance and carried forward the number of 
appliances in use after adding 1953 sales, In all cases obsoles- 
cence has been calculated as it is recognized that many old and 
worn out items go out of service every year, 


The percentage of annual sales that goes to replace 
appliances which go out of use was obtained through a dealer 
survey across Canada to determine what percentage of sales 
involve trade-ins, and what percentage of trade-ins are resold, 
In the case of smaller appliances dealers were asked to estimate 
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what percentage of their year's sales replaced worn-out, 
discarded items, Averages were then worked out from the 


returns, 


The ever-increasing number of new homes always has 
a tendency to offset the saturation caused by purchases of 
appliances made during the year and 1953 was no exception, 
During the calendar year the number of electrical households 
in Canada increased from 3,222, 300 to 3, 3197139 absoroing 
a large proportion of the year's production, "' 


The above extract indicates that, on the basis of previous sales and 
estimated rate of obsolescence of each appliance, the total number 
of each type of appliance in use has beencalculated. Market 
saturation of each appliance, except for television and radio 
receivers, is assumed to be one unit for every electrically equipped 
household in Canada, Taking the total number of each type of 
appliance in use as a percentage of the total number of electrically 
equipped households gives a measure of saturation, The following 
table, showing the number of units of certain kinds of appliances 
sold in each year from 1950 to 1953, inclusive, and the percentages 
of market saturation, as defined above, has been prepared from the 
figures published in the June issues of Radio, TV and Appliance 
Trade Builder, for the years indicated: 
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Footnotes to Table l. 
(1) Fans (all kinds). 


(2) The percentages have been re-calculated from the figures in 
the original tables showing the total number of electrified 
homes with the appliance and the total number without, 
as the proportions given in the original tables did not 
correspond with the numbers shown, 


A number of footnotes appeared in the June, 1954, issue which are 
important in interpreting the significance of these figures, Inthe 
case of irons, while the percentage saturation was shown as 100, 

it was estimated that the total number of irons in use exceeded the 
total number of electrically equipped households, The explanation 
given was that many homes had more than one iron, Similarly in 

the case of radios, it was said that although the percentage saturation 
was calculated to be 100, the market for radios was still great 
because of replacement sales and sales of second and third receivers 
in the same home, Estimates of market saturation for radios were 
based on an estimated total number of Canadian families of 
3,483,700 or 4,3 persons per family instead of on the total number 
of electrified households, This was necessary in order tu provide 
for battery models of radios, In the case of motor car radios the 
estimates were based on passenger car registrations of 2, 500, 000. 
For the television receivers market, saturation would mean one 
receiver for every household within receiving radius of a television 
broadcasting station. It was therefore pointed out that market 
saturation of television was continuously variable because of the 
frequent opening of new stations. For this reason no attempt was 
made to estimate the market saturation for Canada as a whole, 
Import and export figures were not available for the small appliances, 
so that the figures shown for percolators, fans, toasters, waffle 
irons, irons and heating pads were based on Canadian sales only. 


A considerable number of briefs presented to the 
Commission referred to the changed situation created for retailers 
by the growing easiness of supply and the increased saturation of 
the market in the sale of some electrical appliances, One dealer who 
began business in 1945 said that during the firm's first four years 
of operation, they were simply order takers, Beginning about 1950, 
some competition became evident and more selling effort was 
required, Subsequently the electrical appliance business had become 
progressively more competitive up to the time of the hearings, It 
was suggested that the saturation point was being reached on some 
products and, while more articles were available, there were fewer 
customers (p, 645), The example of refrigerators was given and it 
was said that people who owned models which were only five or six 
years old, knew that they would operate satisfactorily for another 
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ten years, and would only trade in their old refrigerators if they 
were able to make a good bargain. This dealer also referred to 
the extent to which consumers were now shopping around, by citing 
a survey of the firm's own customers, made by asking every fifth 
or tenth customer how many stores he had previously visited in 
shopping for the article in which he was interested. He discovered 
that customers had sometimes been to as many as twelve stores, 
which indicated that no dealer could confidently expect to sell toa 
customer if his was the first store visited (p. 644). 


Another dealer said that there was a sellers! market 
prior to the abolition of resale price maintenance but that a buyers! 
market had since appeared. He referred to the fact that in his store 


eight out of ten sales of television sets involved trade-ins (p. 709). 
A large dealer in Vancouver said that, excluding television, trade-ins 
were taken on about half the total volume of business done (p. 3133). 


It was the view of yet another dealer that customers today shop 

before buying, and that for several years price has been the biggest 
factor in moving merchandise (p. 1026), These expressions of dealer 
opinion received some confirmation from the statement of the 
Canadian Retail Hardware Association that well known brands of 


appliances, if taken care of, would last indefinitely and would not 


require much replacement, and partly as a consequence, the 
saturation point would appear to have been reached for certain 


traffic appliances (p. 3716). 


Submissions made on behalf of manufacturers afforded 
further support for some of these views, The Canadian Electrical 
Manufacturers Association said that the saturation point had been 


_ reached in the sale of some kinds of appliances and consumers were 


therefore demanding substantial trade-in allowances, At the same 
time the Association contended that the prices established by the 
price-cutting dealers did not allow any margin for trade-ins and 
consequently the regular dealer either lost money on trade-ins or lost 
sales by refusing them (p. 928). It was argued by the Canadian Home 
Laundry Manufacturers! Association that prior to the prohibition of 
resale price maintenance there were shortages in a number of lines, 
though not in the case of washing machines, and the result was that 
prices were comparatively high and were generally maintained, as 
they would not have been if there had been an ample supply of all 
merchandise (p. 1085). 


Some witnesses outside the trade took a similar view. 
One said that Canadian industry today was at the crossroads, with 
supply steadily outgrowing demand (p. 3767), The opinion was 
expressed that the price-cutting condition which the Commission was 
called upon to investigate was due not to the absence of a law 
controlling prices, but rather to keen competition (p. 3793). The 
Canadian Association of Consumers suggested that many of the briefs 
presented to the Commission had outlined very real and often painful 
problems which were besetting the retail trade, because it was 


= 687 < 


moving out of an extended and comparatively easy sellers' market 
into a more normal but more difficult buyers' market (p. 3904). It 
was said that the major problem presently facing trade and industry 
was simply competition in either open or subtle forms, and it was 
suggested that most of the complaints which the Commission had 
heard were mainly pleas for a limitation of the more painful aspects 
of this competition (p. 3905). 


Problems of much the same character have been en- 
countered by industry and trade in the United States and the National 
City Bank in its monthly letter of January, 1955, referred to "'The 
Myth of 'Saturation'’. The following extracts are taken from this 
article: 


"At the beginning of the year many feared that markets 
for consumer durable goods and housing were saturated. 
Since the war vast numbers of homes, cars, appliances, and 
other durable goods have been built and sold, Consumers have 
satisfied their most pressing wants. Yet families showed in 
1954 that they are ready and willing to buy the products they 
find attractive. “eo 


This experience shows that, in a period of sustained 
spending power and high liquid asset holdings like the present, 


families tend to up-grade their wants rather than to become 
'saturated', 


The other side of the coin is that today's markets are 
buyers' markets, To an every-increasing extent, consumers 
nowadays can postpone satisfaction of their wants if nothing 
attractive is offered to them, Styling, quality, new features 
are more important than ever, and so is price,"! 


Although sales of some lines of consumer durable goods 
have declined in Canada, as they have in the United States, from 
peaks reached as accumulated demands were being overtaken it is 
evident that the sales of goods, even in those lines the markets for 
which are classed as largely saturated, show that the wants of 
consumers do not remain fixed. As pointed out in the articles in 
Radio, TV and Appliance Builder, previously quoted, the continued 
increase on a substantial scale in the number of new homes is also 


a very important factor in maintaining demand for household 
appliances, 


te 


(b) Over-Production and Means Employed by Manufacturers to 
Clear Stocks 


The question whether or not there has in fact been over- 
production of certain iines of goods, is one which does not lend itself, 
except in extreme cases, to testing by statistical measures, However, 
opinions expressed to the Commission on this subject were such as to 
suggest the conclusion thatin some lines of electricalappliances at 
least, a considerable amount of the price-cutting complained of was 
the result of temporary over-production, To begin with, a number of 
references were made to the highly competitive structure of the 
Canadian electrical appliance manufacturing industry, In several 
briefs it was argued that the appliance manufacturing industry was 
overcrowded (pp. 645, 767). In support of this view it was said that 
there was some 30 manufacturers of appliances in Canada as com- 
pared with some 35 manufacturers in the United States, where the 
market was so much larger(1), It was also pointed out that in addition 
to the production available from the large number of domestic manu- 
facturers substantial proportions of some electrical appliances sup- 
plied to the Canadian market were imported (p. 768). The Canadian 
Electrical Manufacturers Association further emphasized the keen 
competition among domestic producers, pointing out that the consid- 
erable former export market in appliances had shrunk to practically 
nothing, yet there were still 31 Canadian manufacturers engaged in 
the production of electric ranges and 16 in the production of rangettes., 
It was said that the greatest number of ranges and the greatest number 
of refrigerators ever produced in Canada could have been made by the 
existing productive facilities of the three largest dome stic manufac - 

_ turers (p.919). One member of the delegation representing the 
Association said that while there had been some over-production of 
electric ranges there had been a great deal of over-production in 
refrigerators (p.974). Another witness who blamed the extensive 
price-cutting of appliances on the abolition of resale price maintenance 
also expressed the opinion that there had been very great over-prod- 
uction of appliances (p.1615), It was said by another witness that 
some of the deepest price-cuts were not due to the fact that resale 
price maintenance was no longer legal but to the fact that there had 
been over-production in some lines, What with this fact and the in- 
troduction of new models, the market situation resulted in price-cuts, 
the deepest of which may have been made with the co-operation of the 
manufacturer (p. 3097). Also, it was the opinion of the Canadian 
Wholesale Hardware Association that the over-production of appliances 
and power mowers had created chaos in the distribution of these 
products in the early months of each of the past two years (p. 1643). 


(1) The figures referred to by the witness must relate only to a sec- 
tion of the industry in the United States since, according to the 
1947 census of manufactures, the number of companies engaged 
in the manufacture of electrical appliances in the United States 
was far greater than the total given, 
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While the weight of opinion presented to the Commission 
followed similar lines, a few contrary views were also expressed, The 
Radio-Television Manufacturers! Association of Canada, for example, 
said it had nothing with which to rebut the sugge stion that some of the 
dealers! difficulties had been due to over-production by the manufactu- 
rers, except to say that there had been no over-production of television 
receivers in 1953 (p, 1834). 


By way of explanation of some of the recent difficulties fac- 
ing retailers, some delegations attempted to distinguish between the 
manner in which manufacturers had handled the problem of over-prod- 
uction prior to the abolition of resale price maintenance and the manner 
in which it had been handled subsequently. The Canadian Sporting Goods 
and Cycle Association, for example, said that in the past when a manu- 
facturer was faced with the problem of over-production he offered an 
extra discount to all dealers in order to move the surplus, It was 
argued that the prohibition of resale price maintenance has permitted 
a situation to become prevalent, in which a large retailer will approach 
a manufacturer who has a stock of slow-moving goods, offering a lump 
price for the entire lot. The Canadian Electrical Manufacturers 
Association said that in the past it had been possible to correct an in- 
ventory situation arising out of over-production without disturbing the 
trade. By way of contrast with current practices, this had been done 
by the manufacturer selling at special prices to retailers who in turn 
made ''special deals"! with individual customers, but did not use the 
form of promotion now employed by large scale sellers who feature the 
reduced prices in full page advertisements (p.976), On the other hand, 
one volume retailer argued that prior to the ban on resale price main- 
tenance, manufacturers favoured one or two of the larger dealers, to 
whom they gave special prices, and through whom they unloaded sur- 
plus stocks (p. 1026). It was claimed that time after time, the firm en- 
countered situations in which they had to compete with favoured dealers 
who had been given ''special deals"! (p. L027), It was contended that 
these dealers then followed the practice of offering exaggerated trade- 
ins to customers, but that if the small or average dealer attempted to 
do the same thing he was severely reprimanded by the manufacturer 
(p. 1028). 

A number of submissions to the Commission represented 
that price-cutting by the manufacturers themselves, as a result of over- 
production, had contributed more uncertainty to the sale of appliances 
than theactivity of the ''discount houses"! (p.1789). It was suggested 
that whenever manufacturers had over-produced orhad stocks of older 
models on hand when new ones were introduced, they would encourage 
price-cutting in order to stimulate buying by the public (p. 3820). Two 
policies were said to be followed by manufacturers in making such sales. 
CS abt aa ahad tee prices to alldealers and under the 
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might select one dealer only, to whom he would offer a special price. 
Another witness said that where a manufacturer had only a few car- 
loads of major appliances to clear, he quite commonly made a ''deal"! 
with one or two retailers and raised no objection to departures from 
the list price (p3157). A number of examples of the upsetting effects of 
general price reductions by manufacturers were referred to (p. 1062) 
but such disturbances were apparently not regarded too seriously by 
retailers. In some cases it was indicated that the regular quantity 
discounts available from manufacturers were not very great. An 
example was given of a difference of about twenty dollars in the manu- 
facturer's unit price on the purchase of large appliances in lots of 

fifty as compared with the purchase of a single article (p.1798). A 
difference on this scale is, of course, significant if sales are being 
made on a narrow margin, If the range of discounts is small there is 
less incentive for a dealer to order in very large quantities, However. 
another witness said that the additional discounts available to purchas- 
ers on a carload basis were sometimes equal to or in excess of the 
normal margin of profit of the ordinary retail outlet buying in minimum 
quantities (p, 776). 


The case of special prices given to selected dealers was 
generally regarded as a very different matter, The evidence indicates 
that the initiative in transactions involving ''special deals'' sometimes 
lay with the dealer and sometimes with the manufacturer, One witness 
stated that frequently he was able to find out when a manufacturer was 
loaded with surplus appliances and was able to drive a hard bargain, 
because he knew the manufacturer had to dispose of his merchandise 
(p. 674), 


This witness suggested that so long as the dealer was able 
to handle a large quantity of merchandise, he could get an extremely 
good price from the manufacturer, The price was sometimes so low 
that the manufacturer claimed he was losing money on the transaction 
(p.674), It was said by another witness that one reason for price- 
cutting on electrical appliances was that the manufacturers had over- 
produced and had then sought to get rid of their surplus stocks by offer- 
ing special quantity discounts to big dealers (p, 3820), Examples of 
"special deals'' were referred to by different witnesses where the ini- 
tiative had been taken by the manufacturer, A 1954, 21-inch television 
set was mentioned which was originally priced at $349.95, but which 
was currently selling at $199, 95 with base and service warranty extra 
at about $39, as a manufacturer promoted sale (p. 716), Another in- 
stance given was that of a manufacturer offering an article fo 

to certain competitors of a retailer who had earlier bought the same 
model for $265, 00 (p. 1789). 


Clearance sales of this kind, as pointed out by one 
witness, enabled the manufacturer to move large quantities of 
inventory with the least delay (p. 777). That this view is widely 
held by retailers was indicated ina number of articles in trade 
journals to which the Commission was referred, It was also 
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evident in quotations from dealer correspondence which the Small 
Appliance Department of the Canadian General Electric Company 
Limited included in its brief, These indicated that many of the 
Company's dealers thought either that the manufacturer was en- 
couraging price-cutting or that some dealers must be getting special 
low wholesale prices in order to sell at retail at great reductions, 
(N.B, Canadian General Electric Company Limited maintained that 
in fact, sofar as that Company was concerned, the exact opposite 
was true. ) 


It was clear from the evidence presented to the 
Commission that not only were such special prices available on 
many occasions from manufacturers, but they were also available 
from jobbers (pp. 866, 3677), Information given by some retailers 
suggests that special price concessions may have been more readily 
available from the jobbers, One witness stated that the retailer 
did not get the same ''deals'' on larger appliances as he could on 
smaller ones, which were presumably purchased from jobbers (p. 
3157). In a number of cases alleged by manufacturers to represent 
loss-leader selling, closer examination of these situations revealed 
that the retailers in question were receiving price concessions from 
wholesale distributors, 


in addition to commenting on the methods employed by 
manufacturers to dispose of surplus inventories, a number of 
witnesses referred to the general question of price discrimination 
(pp. 2473, 2659, 3171, 4135), For example, one complaint was that 
the small dealer was at a competitive disadvantage in the sale of 
sporting goods or appliances because of the buying advantage enjoyed 
by the department store (p. 561), In this instance it was conceded 
that to some extent the lower price to the department store was 
justifiable on the basis of cost savings to the manufacturer, In 
most cases the possibility of such savings was not mentioned as a 
factor in the price difference. However it is not difficult to see how 
a situation which arose from price discrimination, the nature of 


which was not known to a competitor, might be confused with the 
existence of loss-leader selling, 


(c) Post-War Influx of Traders 


It was brought to the attention of the Commission that 
there had been a considerable increase since the war in the number 
of retailers handling some lines of goods which were particularly 
affected by price-cutting, In some quarters it seemed to be the 
Opinion that this increase was responsible for a significant amount 
of the price-cutting particularly in the sale of electrical appliances, 
This was evident, not only in the statements of some witnesses, but 
also in trade publications to which the Commission was referred, 
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The following extracts are taken from an article in the July 18, 1953, 
issue of Hardware and Metal: 


"Premiums, Trade-Ins and price cutting are such 
familiar features of appliance retailing that it might seem 
unnecessary to bring up the subject again but from a recent 
survey conducted among dealers across the country it appears 
that there has been a change of opinion as to the causes of the 
chaotic conditions prevailing in the trade, Not so long ago the 
government's repeal of resale price maintenance was generally 
considered to be at the root of the trouble; this was the tone of 
the tenth annual convention of the Ontario Association of Radio, 
Television and Appliance Dealers held in Toronto, April 12-15, 
In reply to a Hardware and Metal questionnaire little or no 
reference is made to resale price maintenance, the consensus 
being that, if anything, manufacturers, for one or another 
reason, must accept the main responsibility for the retail 
trade's plight, 


Too Many Dealers 


Every appliance dealer, or hardware retailer selling 
appliances, who responded to the request for opinion stated 
emphatically that there are too many dealers, Said cme: 
'Where we now have fifteen appliance dealers in our town of 
8,500 we had approximately four to five prior to the war... 
It must be admitted that since the war the population of that 
town has probably increased but has it increased three-fold? 
This would have made the prewar population less than 3, 000. 


1 


The repre sentative of a large wholesale house in 
Western Canada made this remark on the subject of franchises. 
'Definitely there are too many appliance dealers in the larger 
cities and towns and it will be a case of the survival of the 
fittest. ' 


Another dealer had this to say: 'One of the problems 
facing retailers today is that when electrical appliances were 
in short supply, everybody who was able to grabbed them and 
put them on their floor, Today in Saskatchewan you can drive 
into any little village where there is an implement business or 
a garage and you will find sitting on their floor washing 
machines, refrigerators, electric ranges; and also a number 
of them carry the smaller appliances -- that is, toasters, 
irons, etc. These people consider this as not really a part 
of their business and will dispose of them at any price, or if 
they sell an implement will throw in a refrigerator ora 
washing machine at cost asa premium,' Does this indicate 
that manufacturers are to blame for the situation? One dealer 
put it this way: 'Greedy merchandising policies plus in- 
experience (on the part of many dealers), plus poor control 
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over sales representatives in the field has enabled anyone with 
a few hundred dollars to get a "franchise". The results are 


as expected, '"' 


Similar opinions were expressed by a number of electrical 
appliance retailers who appeared before the Commission, One said 
that there were at present several times as many appliance retailers 
in greater Toronto as there were in 1946, The reason given for the 
increase was that for the first four or five years after the war, 
appliance retailing was a very lucrative business, since all dealers 
could sell all the appliances they were able to get, and there was no 
competition in price, Demand was so great that sometimes the 
merchandise was not even taken into the store, but was delivered to 
customers as soon as it was received from the manufacturer, It was 
added, however, that the number of dealers in Toronto was currently 
on the wane because of the keenness of competition (p. 665), 

Another retailer said that there had been a growth in the number of 
appliance outlets in Windsor since the war, as in other cities, It 
was said that appliance businesses were started in any vacant store 
to take advantage of the accumulated demand from the period of 
wartime shortages and the new demand for television, It was 
estimated that there had been an increase of 60 to 75% in the number 
of appliance stores in Windsor (p. 710), although some of the new 
dealers had dropped out and others were not doing very well, through 
lack of experience, inadequate financing and tightening credit, 


The Ontario Association of Radio-Television & Appliance 
Dealers Inc, said that there had been a great growth in the number of 
appliance outlets since the war in all localities, and not only in the 
metropolitan area of Toronto (p. 746), The Canadian Sporting Goods 
and Cycle Association said that there had been a great influx of 
people into the sporting goods and appliance business at the end of the 
war, attributable to the existence of a sellers' market (p. 577). 
When the buyers' market appeared there were a number of retailers 
who failed because they did not know how to sell and were not 
qualified to be in the business (p. 578). It was added however that 
some who had demonstrated their ability to survive the first period 
of adjustment to a buyers! market, were being forced out of business 
by loss-leader selling, It was the opinion of the Canadian Wholesale 
Hardware Association that there had been a considerable growth in 
the number of outlets for appliances when these products became 
more readily available at the end of the war (p. 519). A spokesman 
for the Association did not agree however with the views expressed 


in the Hardware and Metal article, quoted above, though admitting 
there was a certain amount of truth in. it, 


This representative said 
that other factors which had to be taken into consideration were that 


there had been increases in the population of the country, and in the 
consumption of electrical appliances, which would warrant an 
increase in the number of retail outlets (p, 523), Another member 
of the delegation said that there had probably been too many appliance 
dealers but he also expressed concern over the number of recent 


St 
failures in the business (p. 524), 


Comments of a different nature were made on this subject 
by the Canadian Electrical Manufacturers Association, among others. 
While admitting that there had been a substantial increase in the 
number of dealers handling small appliances, the Association stated 
that there were still too few (p. 955). In the major appliance field it 
was said that some manufacturers had not been able to build up 
dealer organizations which were adequate in numbers because there 
had been material shortages at the end of the war, later there were 
restrictions on consumer credit, and finally there came the ban on 
resale price maintenance (p. 956). It is obvious however that the 
interest of an individual manufacturer in having the greatest number 
of dealers stocking and promoting his product is not necessarily the 
same as the public interest in the most efficient system of distribution. 
Even in the case of the individual manufacturer it may be more 
advantageous to have well selected dealers handling the product in 
adequate volume rather than tohave a very large number of dealers 
making infrequent sales. The B, C, Retail Hardware Association 
gave the opinion that under resale price maintenance it would not 
have mattered if a considerable number of new entrants had come 
into the trade after the end of the war, because established firms 
would not then have been affected by price-cutting, regardless of the 
number of dealers attempting to share the business (p. 3070). This 
contention runs counter to information received as to the experience 
in the United States, where resale price maintenance has apparently 
been unable to prevent aggressive dealers from reducing prices. 


Some indication of the increase in the number of 
specialized outlets selling electrical appliances in the post-war period 
may be gained by comparing the number of household appliance and 
radio stores reported in the Census of Distribution, 1951, with the 
number of similar stores reported in the Census ofsl94iyl “Pte 
following table shows the number of such stores reported in the two 
census years in the 15 largest cities in Canada. 
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Table 2. - Number of Household Appliance and Radio Stores in 
Principal Cities, 1941 and 1951 
pMaiotices 7 wvols tandeiceinied. So ckk mew nme ced oS” 


Number of Stores Percentage 
City 1941 £951 Increase 
Calgary 14 42 200 
London 18 46 156 
Edmonton iF 43 BSS 
Montreal 78 166 £13 
Winnipeg 31 63 103 
Victoria 13 26 100 
Saint John 8 16 100 
Vancouver 53 104 96 
Hamilton 36 68 89 
Windsor 22 39 tal 
Ottawa 17 30 76 
Toronto leaG PAT AT | ir 
Halifax 9 15 67 
Regina | We 18 50 
Quebec P| ot 29 
CANADA 1, 648 2,789 69 


It should be borne in mind that this table refers to only 
one category of retailer, and that the latest figures are for the year 
1951, What increase there may have been in the number of other 
types of outlets handling electrical appliances, such as automotive 
stores, furniture stores, jewellery stores, etc., cannot be deter- 
mined, On the other hand, it should also be borne in mind that in the 
decade 1941 -1951 the population in the trading areas served by 
retailers in all of these cities grew, and the per capita consumption 
of appliances also increased. At the same time suburban market 
areas, often lying outside city boundaries, expanded. Any con- 
clusions drawn from the table should make allowances for all of 
these factors, 


In fields of trade other than the retailing of appliances, 
the influx of new dealers was not mentioned as a significant factor 
in relation to price-cutting. The opinion was expressed by The 
Toronto Retail Tobacconists Association that in the past five years 
there had been a considerable increase in the number of outlets for 
tobacco products (p. 417), and the Retail Merchants! Association of 
Canada (Saskatchewan) Incorporated expressed the view that because 
of the ease of entry into the food field, it was a normal condition 
for the trade to have in it numerous retailers who knew nothing 
of the conduct of the business (p. 2313), 


Se ee 


(d) Increased Imports of Some Products 


At least since 1950, other countries as well as Canada 
have been experiencing a transition from a sellers' to a buyers' 
market in some lines of goods whose production had been rapidly 
expanded to meet the pent-up demand from the period of wartime 
restrictions or the surge of buying following the outbreak of hostilities 
in Korea. It was to be expected that as competition grew keener in 
the United States and elsewhere, greater efforts would be made by 
foreign producers to increase their share of the Canadian market, 
Some Canadian industries, notably the textile industry, have felt 
this increased competition with particular force, The electrical 
appliance industry has also been affected, particularly in certain 
lines, It is necessary to bear in mind, however, that during the 
years 1948-1950 imports into Canada were restricted by currency 
controls and that in the absence of such controls competition in certain 
lines from imports would have played a greater part in that period. 

In the case of electrical appliances, another factor of considerable 
importance was the increase in the number of Canadian producers 
during the period of exchange restrictions, in the face of the situation 
that such controls were of a temporary nature, An expanded 
Canadian industry thus encountered a slowing down in the rate of 
consumer purchases, as the result of the over-taking of the backlog 
of demand for appliances, at a time when similar industries abroad 

_ were under great pressure to find markets, The annual output of 

| refrigerators in the United States, for example, increased from about 
two million units in 1946 to over six million in 1950, but dropped to 
about four million in 1951 and has since remained at between three and 


- four million, 


In addition to this general problem of increasing import 
competition in 1952 and 1953, there was in Canadian industry evident 
concern about the importation into Canada of goods which were un- 
usually low in price, as the result of the advance of the season or the 
marketing period in the United States, The seasons or marketing 
periods occur earlier in the United States than they do in Canada, and 
in representations to the Government it was contended by spokesmen 
for some of the industries affected that end-of-season lines were being 
exported to Canada, at the height of the season in Canada, at prices 
which could not be regarded as normal, This problem was regarded 
as one of particular gravity in the textile industry, but it was also 
thought to have serious aspects for others, including the appliance 
industry. Asa result of representations made, Parliament passed 
an amendment to the Customs Act which came into force on December 
8, 1953, which was designed to protect Canadian manufacturers from 
what was regarded as unfair competition from abroad, by providing 
that the value for duty purposes of such goods should be related to 
their average price in the country of export during a reasonable 
period, 
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An indication of how serious the problem of increasing 
imports from the United States was regarded in the electrical 
appliance industry is sugge sted by an editorial inthe January, 1954, 
issue of Radio, TV and Appliances Trade Builder, part of which reads: 


"Initially thought by some to be a way out of a difficult 
situation with respect to unfair competition from imported 
refrigerators and other items, the new tariff regulations de- 
signed primarily to benefit the textile trades seem to contain 
little comfort for hard-pressed Canadian electrical manu- 
facturers, While the new law may prevent manufacturers south 
of the border from using this country as a cut-price dumping 
ground for 'seasonal' goods after the demand has been satisfied 
in that great nation, it does not take into account surpluses that 
are accumulating which have no seasonal aspect, Electrical 
refrigerators and other appliances could be cited as examples 
of merchandise in this category. That Canada is feeling the 
effect of the situation is shown by import figures which reveal 
that 28 per cent of the total Canadian demand for electrical 
goods is being filled by foreign imports, About 50 per cent of 
Canada's electrical refrigerator sales during the past two 
years originated in the U.S," 


In representations made to the Commission by the 
Canadian Electrical Manufacturers Association, reference was made 
to ''the literal dumping of tens of thousands of refrigerators in Canada 
in 1953 and 1954" (p. 977). It was argued that Canadian importers, 
anticipating a change in the basis of valuation, bought heavily in 
the United States and brought as many refrigerators as possible into 
Canada, before the legislation became effective in December, 1953 
(p. 978). It was said that it was the sale of these American built 
refrigerators which started a good part of the price-cutting in 1953, 


There is little doubt that increased imports were an 
important factor in the trend toward more active price competition 
in the sale of certain classes of household electrical appliances in 
Canada, In some instances, as appears to be the case with electric 
vacuum cleaners, a considerable part of the imports may supply 
sections of the Canadian market not fully served by Canadian 
producers, In the case of electric vacuum cleaners, imports are 
divided between United Kingdom and other European sources and the 
United States, but the average value of the cleaners imported from 
Europe is considerably lower than that for cleaners imported from 
the United States. The annual reports of the Dominion Bureau of 
Statistics on the Electrical Apparatus Industry contain data on 
production and imports of several classes of household electrical 
appliances, Although the product categories are not strictly 
comparable, the figures for production and imports covering some- 
what similar classes give a fairly clear indication of the relative 
importance of imports, The data in the following table except for 
factory sales of radio and televion sets are derived from the reports 
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on ''The Electrical Apparatus and Supplies Industry" for the years 
1950 to 1953. The figures for factory sales of radio and television 
sets and production figures for 1954 have been taken from various 
monthly manufacturing reports published by the Dominion Bureau 
of Statistics, The figures for imports have been taken from ''Trade 
of Canada". 
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Imports of electric refrigerators decreased substantially 
in 1954 compared with 1953, the decrease being greatest in the case 
of domestic and store types. Although the domestic production of 
household refrigerators was lower in 1954 than in 1953 by about 14%, 
imports of refrigerators of all types fell by 41% so that the proportion 
of the latter in 1954 in relation to domestic production was less than 
in the preceding two years. Decreases in imports in 1954 are also 
shown for radios, washing machines and electric vacuum cleaners, 
although in the latter instance, the decline was slight. An increase 
of 13% is shown in the imports of electric stoves in 1954 compared 
with 1953, but as figures for the domestic production of electric 
stoves in 1954 have not yet been published, it is not possible to relate 
the quantity of imports to the total supply available. An increase is 
also shown in imports of television sets but in the case of both 
television and radio sets imports, over the years, have not been 
important factors, 


Other industries undoubtedly have also been affected by 
the ending of wartime shortages and the return of competitive con- 
ditions abroad, Nevertheless the increase of imports of certain 
appliances suggests that this factor has been an important one in 
creating some of the difficulties complained of in this field, Another 
field which appeared to present retailers in some areas with very 
difficult problems in the period since 1951, namely, the tobacco 
trade, was also affected by increased imports from the United 
States, While imports of cigarettes based upon official figures have 
been insignificant for years, they more than doubled between 1949 
and 1952, The importation of American cigarettes was one factor 
in the decision of Canadian manufacturers to grant wholesaler status 
to some of the large food chains at the end of 1952, The larger food 
chains had been importing low priced American brands of cigarettes 
in some quantities, Further, normal outlets for cigarettes about 
this time were faced with surreptitious competition, at least in some 
areas, from cigarettes smuggled into the country in large quantities, 
partly because the level of the Canadian excise tax, before the 
reduction in February, 1953, made the price of cigarettes in the 
United States unusually attractive. During this period both of these 


factors obviously contributed to the growth of price competition in 
cigarettes at the retail level, 


3. Passage of Legislation Prohibiting Resale Price 
Maintenance Removed Limiting Effects of Fixed Margins 
werner nt ge ee ee 


| | An examination of the representations made by those 
industries and trades expressing fears about the growth of price- 
cutting makes clear that their principal concern was not so much with 
spasmodic instances of severe price-cuts, although these were re- 
garded seriously, as with a general tendency toward the narrowing of 
distributive margins, particularly in the metropolitan market areas. 
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The prohibition of resale price maintenance was generally given as 
the reason for the price reductions which resulted in smaller retail 
and wholesale margins, although information given for some 

products indicated that extensive price reductions were not made until 
a considerable time after the passage of the legislation banning resale 
price maintenance, It appeared that in those cases manufacturers' 
suggested retail prices were generally used as long as demand 
remained strong and supplies were not over-abundant, but that as 
soon as a buyers! market developed aggressive retailers took 


advantage of their freedom to reduce prices below those suggested by 


the manufacturer. No detailed statistical information was furnished 
the Commission to show recent changes in the realized margins of 


retailers generally in particular trades, but the general nature of the 


representations, especially with reference to the retail trade in 


electrical appliances, indicated that in certain localities, at least, 


those engaged in the trade considered that there had been a sub- 


stantial narrowing of distributive margins, The submissions made by 
manufacturers of electrical appliances were largely to the same 
effect. 


The Canadian Electrical Manufacturers Association 
indicated that manufacturers! suggested retail prices would normally 


provide the dealer with a markup on cost of 50% (p. 947). The 


Radio-Television Manufacturers! Association stated that markups 


ranged from about 25% to 50% on cost if suggested retail prices were 
followed (p. 1817), Such markups were said by one Toronto dealer to 
range from 33 1/3% to 50% on cost (p, 649), An appliance retailer in 
Montreal said that the usual margin when goods were price main- 
tained was about 50% on cost, although the margins allowed on 
different products varied, Since the abolition of re sale price 
maintenance however, his margin had narrowed, and currently, he 
said he was realizing, on his total appliance business, about a 22% 
markup on cost (p. 1778). He added that his volume of business, which 


had been about $75,000 in 1951, had trebled in the next year, 


following the abolition of resale price maintenance, and that last year 


the firm's turnover was a half million dollars, By permitting him to 
establish his own prices the change in legislation had given him the 
opportunity to compete successfully with the larger stores (p. L775); 
In other evidence reference was also made to the effect of the legis- 
lation in giving greater scope to the small dealer, who was able to 
operate on lower margins than those provided by manufacturers' 
suggested prices, to build up his business by offering lower prices to 
the public (p. 3790). Some of the witnesses appearing before the 
Commission reported they were currently doing business in the 
appliance field with average markups as low as 15% to 17% on cost 


(pp. 648, 1033). 


To what extent the evident narrowing of the margins in the 


distribution of appliances is attributable to the removal of the limiting 


effects of resale price maintenance, and to what extent margins would 


have been reduced in any case as a result of some of the factors 
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discussed earlier cannot be determined, as various factors become | 
inseparable in their effects on the market, Statements made and 
information supplied by many witnesses point to the abolition of resale 
price maintenance as of major importance, but other evidence 

sndicates that the abundance of supplies in the recent period has been 


a factor of no less importance, 


It is generally accepted that under a system of resale 
price maintenance, retail margins provided are the same regardless 
of the operating costs of the individual retailer, Two manufacturers, 
Canadian General Electric Company Limited and Sunbeam Corpora- 
tion (Canada) Limited, were very explicit in their critical attitude 
toward any selling by a retailer at less than their suggested retail 
prices, and contended that they should have the control of the retail 
prices at which their products were sold, Some other manufacturers 
thought that a greater degree of flexibility might be permitted as long 
as they were in a position to exercise control if they wished to do so, 
Whether the policy under resale price maintenance had been as rigid 
as that indicated by the two manufacturers mentioned above or had 
been somewhat more flexible, it was only to be expected that once the 
practice was prohibited, those retailers who had been observing the 
resale prices only by reason of the manufacturer's control would avail 
themselves of the freedom provided by the legislation to set their own | 
prices at lower levels. It is also the case that when manufacturers | 
were able to establish and enforce the observance of resale prices, 
they were open to demands from retailers to increase the markup | 
provided for the dealer. The Canadian Electrical Manufacturers 
Association confirmed that in the past manufacturers had had to 
resist pressure from some retailers for wider margins (p. 948). 


There is considerable evidence before the Commission 
which indicates that the margins provided by electrical appliance 
manufacturers in their suggested list prices, which margins do not 
appear to have changed substantially since the practice of resale price 
maintenance was prohibited, are regarded as excessive by many 
dealers, For example, it was brought to the Commission's attention 
that at a meeting of 142 radio, television and appliance dealers in 
Toronto on April 28, 1954, the following resolution was passed: 


‘It is the opinion of the dealers present, where list prices 
are too high, that the manufacturers immediately adjust their 
suggested list so as to bring back to the buying public some 
semblance of value so that the cut-price dealers cannot show such 


a difference between the manufacturers! suggested list and their 
selling price," 


A Toronto retailer stated that manufacturers! list prices were un- 
realistic and far higher than they ought to be (p, 689), An example 
was given of a popular food mixer which this dealer sold for $39, 95 
while its suggested price was $58.95, He regarded the latter price 
as altogether too high (p. 691), and went on to argue that if 
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manufacturers were ina position to insist on the observance of list 
prices business would slow down to a snail's pace (p, 692), It must 
be noted that the business of this retailer had been built up on a basis 
of high turnover at low prices, He made the further observation that 
no retailers in Toronto were charging the suggested list prices 
because people would not pay them (p, 666), Another retailer said in 
evidence that the manufacturer should bring his suggested list prices 
down, so that the spread would not be as large between the prices 
suggested and those charged by the price-cutting dealers (p. 789). 

It was the opinion of this witness that some of the difficulties for the 
retailer in the present situation would be corrected if the manu- 
facturers either abolished their suggested list prices entirely , or 
reduced the apparent margin of profit (p. 775). He had adopted the 
policy that there was no such thing as a list price and now quoted his 
own prices without reference to the manufacturers! suggested list 

(p. 787). Another Toronto retailer who said that the manufacturers’ 
suggested retail prices were unrealistic (p. 1025) also argued that it 
would be better for all concerned if the dealer could advertise and sell 
at his own price, without reference to a suggested price by the 
manufacturers (p, 1039), That this opinion was to some extent shared 
by retailers in other parts of the country was indicated by a number of 
witnesses, including one retailer in Western Canada who said that 
every dealer was advertising at prices lower than the suggested list 
(p. 2432), by another who indicated that the margin between cost and 
list prices, at least before the war, was in some cases excessive 

(p. 3109), and by another who said that the ban on resale price 
maintenance had resulted in lower prices to the consumer (p.., 2580), 


One explanation of what were regarded as excessive 
margins was given by the British Columbia Division of the Retail 
Merchants! Association of Canada, They argued that as a result of 
the restrictions on consumer credit occasioned by the Korean war, 
some electrical appliance manufacturers attempted to assist sales 
by retailers by setting up very high list prices, so that the down 
payment requirements could be met by giving large trade-in allowances 
on such articles as cups and saucers in the purchase of appliances 
(p. 2731), During the period of credit controls, they said, there was 
a general widening of the margins allowed by manufacturers, The 
"better class'' of manufacturer did not at first compete with many 
smaller ones who had widened the margins on their products, but 
later they had either to increase the margins on their lines or drop 
em and intraduce new ones with longer margins,(p. -2734). \It was 
said that at the time controls were imposed there was a marked 
increase in the list prices of lesser-known branded merchandise, so 
much so, that it could be regarded as being related to the imposition 
of controls, The large trade-in offers by dealers were confined to 
the items on which the margins had been increased (pe 2736). 
Another explanation given by this As sociation was that some 
manufacturers had set up very high list prices on large appliances, 
so that the dealer could give, say, 4 hundred dollars as a trade-in 


allowance for an old radio, and thus the net price of the new product 


06 < 
would look more attractive to the customer (pynedo sy}. 


A member of the delegation representing the B, C. Retail 
Hardware Association, although favouring the restoration of resale 
price maintenance, thought that more realistic examination should 
be given to the scale of margins for different products, In reply to 
questions by counsel and members of the Commission he made the 
following comments (pp. 3080, 3081): 


"MR, GERIN-LAJOIE: Gentlemen, it has been said to 
the Commission by some retailers, particularly in Toronto, 
that the spread between the buying price of a retailer and his 
suggested selling price was unrealistic -- that is, that it was 
too high, What would be your view on that? 


MR, STEPHENS: I made that same suggestion to one of 
the big paint companies not very long ago, The question of 
price-cutting came up by one store, in connection with paint 
which I happened to have an agency for, The manager of the 
paint company came down to see me -- I don't know why -- but 
he came down to see what I had to say about it, And he smiled 
when I said to him, 'Your biggest trouble in this business is that 
your margin of profit is too high, That is why you are getting 
price-cutting, The merchant can get by on less than what you 
are allowing him,' He could not fathom my saying that, 
Nevertheless it is a fact, And when we suggest that a main- 
tained price be put on these goods, we do not suggest that on 
major appliances it should be 33 1/3 per cent markup to the 
public, That is what has probably brought this about, 


MR, GERIN-LAJOIE: But if you leave it to the manu- 


facturer to determine the price, are you not exposed to that 
situation? 


MR. STEPHENS: No, because the competition will take 
care of that, 


MR, GERIN-LAJOIE: That is the situation you had, 


apparently -- because you have at the present time suggested 
prices, And apparently-- 


MR, STEPHENS: No; but if this was all summed up and 
brought to a head Iam pretty sure -- and I cannot say this for 
certain -- but lam pretty certain that after what has gone on in 
the last few days the manufacturer would suggest a lower retail 
price than they have suggested at the present time, 


THE CHAIRMAN: You mean that what has happened since 


the abolition of resale price maintenance has taught them that 
lesson? 
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MR, SIEPHENS: Yes, -I:do not believe: that the manu- 
facturer will expect the retailer to make 33 1/3 per cent, for 
instance, on an article at $300, Ido not think he should, 


MR, WHITELEY: You think that competition that has been 
brought into play has demonstrated that you can get by on lower 
margins? 


MR, STEPHENS: Yes -- but not so low that you are sell- 
ing them for less than what they cost, "' 


A number of contrary views were expressed about the 
margins on electrical appliances being unrealistically high, thus 
inviting price-cutting, One manufacturer said that if he chose to 
price himself out of the market this should be his privilege, and 
argued that competition from other brands would destroy a company 
that followed this policy. The argument was made that margins are 
narrower on branded lines than on non-branded lines and that this 
serves to show that the prices of branded articles are not out of 
line (p. 92), This argument overlooks the fact that branded lines 
generally have a far higher degree of public acceptance, because much 
of the promotional work and advertising is done for the retailer by 
the manufacturer, so that a more rapid turnover may be obtained 
at less cost than in the case of articles unknown to the public, 1) it 
was also argued that anyone offering to sell an article ata lower 
price is bound to sell more than he would at a higher price, so that an 
increase in sales by a price-cutter is no indication that prices were 
unrealistically high in the first place (p. 517). Another manu- 
facturer contended that the prices of small appliances had risen less 
in the period from 1939 to 1950 than the prices of many other items 
and less than the cost of living (p. 858). Since few factors affect 
different products in the same way and many products are affected by 


(1) Although the following example relates to the field of pharmacy, 
it illustrates the way in which rate of turnover affects the pro- 
fitability of an item for the retailer, In an article in Drug 
Merchandising of March 1, 1955, J, W. Linklater, Field 
Manager, A.C, Nielsen Company of Canada Ltd,, gave the 
following table to demonstrate the importance of the rate of 


turnover: 
Profit per 
Proprietary Number of Dollar In- 
Item Sales Stock Turns Gross vested in 


(Example A) Share Per Year Profit Inventory 
Per Ye@ay 
Leading Brand-A 47.0% 4.7 40.8% $1.92 
Leading Brand-B 32.7% 1,6 45.3% $ .72 
Minor Brands 20 23% “S078 52.2%  $ 42 
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entirely different factors, it is not possible to draw any valid con- 
clusion as to the level of distributive margins from such a comparison, 
It was also argued that suggested prices for small appliances in 
Canada compared favourably with the list prices of similar articles in 
the United States (p. 802). This argument is subject to similar con- 
siderations in regard to the effect of varying forces and, in addition, 
many of the better known small appliances in the United States are 
price maintained, It was conceded by this witness, however, that 

the establishing of suggested list prices by the manufacturer con- 
tributed to price-cutting because they offered a standard of comparison 
when they were widely advertised and became very well known (p. 872), 
In this connection the Northern Electric Company Limited said that 
electrical appliance manufacturers were considering the discontinuance 
of suggested retail prices, but no company had yet taken this course 
(p. 1571), The Canadian Electrical Man ufacturers Association said 
that the suggested list prices were not excessive because in order to 
do the work expected of him the retailer needed the margins provided 
(p. 957), and the Canadian Retail Hardware Association said that the 
markups provided by the suggested retail prices were not unrealistic, 
rather that they were reasonable and just (p. 3688), The Ontario 
Association of Radio-Television & Appliance Dealers Inc, said that 

the question of whether or not list prices were too high was one on 
which there was no agreement among dealers in Ontario (p, 737). 


As indicated by the submissions referred to, the opinions 
on this question are generally divided between those appliance 
dealers on the one hand who believe it is possible to conduct business | 
successfully on smaller margins than are provided by the manu- 
facturers! suggested retail prices, and on the other hand, those 
manufacturers who believe that more extensive dealer display, rather 
than lower prices, will produce the greatest sales volume for them, 
and those retailers, including hardware dealers, whose costs of 
operation are perhaps at such a level that in many cases margins at 
list prices are considered no more than adequate, 


While the most apparent effect of resale price mainten- 
ance is the limitation which it places upon the freedom of the 
individual merchant to determine his own pricing policy, this is some- 
times more evident by way of contrast, in the more flexible pricing 
policies pursued in some trades as compared with others, For 
example, complaint was made that since the prohibition of resale 
price maintenance, food chains have been selling hardware articles 
and such traditional drug store products as Kleenex, Modess of 
Pablum at prices which yielded substantially lower margins than the 


traditional retailers were accustomed to, The Commission has 


received no evidence that these products have been sold below cost 
by the food chains, rather they appear tohave been regarded by food 
chains as providing somewhat larger margins than are realized in the 
sale of many other lines, It seems clear, therefore, that with res- 
pect to these products, the abolition of resale price maintenance has 
permitted the consumer to enjoy the benefits of a lower cost system 
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of distribution, Fixed margins would appear to have been a factor in 
maintaining some of the traditional distinctions between trades, and 
their removal means, in some cases, a lowering of prices, as some 
products begin to move in volume through new channels to the 
consumer, 


In arguing for the restoration of resale price maintenance 
it was suggested by one witness that if, under this system, retailers 
waxed unduly rich for any length of time, only a brief period would 
elapse before a surge of new retail competitors would split up the 
business so that the profits of no one firm would be unduly great 
(p. 1608), Several times during the course of its hearings this 
argument was made to the Commission, Such an argument takes no 
account of the possible effects of fixed margins on efficiency in , 
distribution, In the opinion of the Canadian Association of Consumers 
any loss-leader legislation similar to resale price maintenance would 
diminish the spur to retail efficiency by removing from competition 
at the retail level the most powerful factor, namely, price competition, 
It was said that fixed margins tended to allow the partition of a local 
market among more retailers than were needed, to permit three 
dealers in one class of goods to exist marginally, where two might 
have lived profitably. The Association suggested that it was in those 
areas of retail trade where resale price maintenance was formerly 
most common, that the problem of redundant dealers presently 
existed, It was submitted further that a multiplicity of weak retail 
outlets constituted an expensive form of distribution, was a direct 

consequence of the artificial protection of the past,and would be a 
likely result of any new form of price-fixing (p. 3907). 


3 


It was argued by some witnesses that resale price main- 
tenance was never effective in controlling the prices of some products 
such as major electrical appliances where the practice of giving 
exaggerated trade-ins was common, It seems clear however that the 
abolition of resale price maintenance has resulted in increasing to 
some extent the amounts offered on trade-ins, except perhaps in 
Toronto where, in the case of appliances, the practice of allowing 
unreal values for trade-in articles seems to have been almost 
completely superseded by open price reductions, Certainly it was the 
view of some witnesses that there had been an increase in the number 
of transactions involving trade-ins since the abolition of resale price 
maintenance (pp. 614, 1620), It was conceded by other witnesses 
that the practice of allowing exaggerated trade-ins could not have been 
general across the country before the change in legislation since 
such a situation would have suggested that most retailers felt that the 
margins available on electrical appliances were larger than were 
needed, and this was not the common view, 


The complaint was made by one witness that the abolition 
of resale price maintenance had placed the small retailer in an unfair 
competitive position because his buying disadvantage had been in- 
creased, It was said that whereas the manufacturer used to give the 
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larger retailer an extra 2 or 3% discount, this had now been increased 
to from 10 to 14%, which enabled the favoured buyer to sell at prices 
sometimes no higher than the small retailer's buying cost (p. 562), 
There is no evidence that these figures reflect the general policy of 
manufacturers in the electrical appliance or sporting goods industries 
which were the fields under discussion, though undoubtedly there are 
occasions at the present time when the large retailer is able to buy 
on very favourable terms, It may well be, nevertheless, that in 
certain fields the elimination of fixed margins has resulted in some 
modification of the prevailing discount structure so as to allow large 
buyers discounts more closely related to the actual cost savings 
accruing to the manufacturer as a result of volume sales, The 
granting of wholesale prices by cigarette manufacturers to the food 
chains in late 1952 may be a case in point, 


An illustration of the opposite attitude is found in an 
action taken by the Canadian General Electric Company Limited, 
That Company informed us that it attempted to reduce price-cutting 
on its electric floor polisher by eliminating the discounts formerly 
granted on purchases of quantities of 24 and 48 polishers, retaining 
as its sole quantity discount that available on purchases of lots of 
three (p, 818), This action should be considered in the light of the 
fact that individual retailers sometimes buy a hundred or more of 
these polishers at one time, 


CHAPTER IV 


REPRESENTATIONS MADE AS TO THE EFFECTS OF 
LOSS-LEADER SELLING OR OF SELLING ON 
NARROW MARGINS 


1. In Relation to Consumers 
(a) Reaction to Varying Prices 


It was argued by a number of those appearing before the 
Commission that loss-leader selling or the offering to the public of a 
few products in the merchant's assembly of goods at low markups, 
deceived the public into thinking that prices charged were equally low 
on all lines, In much of the literature on loss-leader selling, this 
allegation has received considerable attention, Dean Grether, during 
his appearance before the Commission, referred to the subject as 
follows (pp. 3284, 3285): 


'In the second place, it is sometimes argued that the use 
of loss-leaders is a type of deceptive practice which confuses 
consumers; that it,is intended to make consumers believe that 
all the other items in the dealer's assembly are sold at equally 
low marketing rates, I think all must agree that this element is 

F likely to be present to a greater or lesser extent, Certainly I 
cannot stand here and attempt to interpret to you the behaviour 
of all the housewives in the United States, or tell you to what 
extent they are rational or relatively ignorant as they approach 
their buying, I think we are all agreed, though, that housewives 
are quite accustomed to buying specials, They tend to watch 
advertising; and my surmise is that a large proportion of them -- 
perhaps the great majority of them -- understand this as a 
tactic, and that they will watch values between competing enter- 
prises, and do considerable shopping; and I would think that they 
become very shrewd in judging prices and values as between 
different stores -- although it is true that there may be a 
certain element of confusion in their minds, in individual 
situations, My final reaction is that the confusion here would not 
be as great as the harm to them if price-cutting could not be 
employed widely and competitively in the distributive trades,.!’ 

A number of points were raised in opinions expressed by 

Various witnesses which suggest that whatever element of deception 

exists in the pricing practices qnAsiiones is of limited importance in 


55990—8 


Bo pe 


Canada at the present time, It was the view of the Canadian Associa- 
tion of Consumers that consumers were not misled into believing that 
all prices were similarly reduced when one item was offered ata 
bargain price, To argue otherwise would be to discount the intelligence 
of the consumer, It was suggested that if the consumer was not keenly 
aware of actual values and prices, an item featured at a bargain price 
would not lure him and there would be no incentive for price competi- 
tion between merchants (p. 1739). One electrical appliance retailer 
who advocated the restoration of resale price maintenance and who 
said he used loss-leaders as a defensive tractic, was questioned on 
this aspect (pp. 608-609): 


"THE CHAIRMAN: You say you have sometimes used 
loss-leaders. Have you found it a profitable device? 


A, It is profitable in this regard: It creates the 
inference that the other items you are selling may be a little 
lower than they are, It brings you other traffic which does not 
seem to be particularly profitable. They will occasionally buy 
something else but the majority of people scoot in and out, 
they scoot in and buy the loss-leader and scoot out again," 


The Canadian Electrical Manufacturers Association 
pointed out that the monetary outlay for many electrical appliances is 
substantial, and when consumers are intending to make an expenditure 
of this order, they are likely to shop and compare prices before 
buying, which they can do effectively by noting the manufacturers' 
catalogue numbers, This was alleged to make the appliance industry 
particularly susceptible to price-cutting (p. 916). The argument, of 
course, overlooks the fact that, in the case of larger electrical 7 
appliances, each purchase is a major one and the "leader" aspect 
scarcely seems applicable. 


The Sunbeam Corporation (Canada) Limited argued that 
the consumer was intelligent enough to spend his money wisely, 
which in itself would help to prevent abuses under a system of resale 
price maintenance, Because the consumer was able to judge the 
relative values of similar products a manufacturer who set too high a 
retail price for his product would find consumers switching to a 
competing brand at a lower price if one was offered (p. 1138), Other 
witnesses paid tribute to the shrewdness of the average buyer, one 
suggesting that at least in Toronto, it was no longer possible to 
hoodwink buyers of appliances with spurious trade-ins, because they 
were satisfied only with lower prices reflected in genuine price-cuts 
(p. 1030), Similar views were also expressed about other products, 
The consumer's knowledge of prices and values was said to be 
particularly well developed with respect to food items, and he quickly 
became aware of deceptive pricing practices (p. 2914). In 
connection with this question of deception in relation to the food field, 
one witness said that when a product was sold ona very low margin 
by one retailer, the consumer was deceived into thinking other 
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retailers in the area were charging exorbitant prices, even though 
much higher prices prevailed in other cities (p. 2404), It is 
difficult to see how the consumer, even if misled in this way, would 
remain deceived for any length of time, 


Many of the parties appearing before the Commission 
alleged that the upsetting of uniform prices at the retail level 
resulted in detriment to the public, because widely varying prices 
created confusion for consumers in several different ways, For one 
thing it was said that the abolition of resale price maintenance had 
removed a familiar guide for purchasers, who now might find the 
more expensive line produced by a manufacturer sold at a lower price 
in one store than the less expensive line of the same manufacturer in 
another store (p, 725). Confusion also arose as to whether the 
advertised item was a new article or an older model, or one without 
all the expected accessories (p, 3056). It was also argued that while 
the public was accustomed to the clearance at low prices of distress 
merchandise, it was confused by low prices on goods which were 
obviously not distressitems (p. 2387). In some cases fluctuations 
in price were linked with misleading advertising as the cause of loss 
of consumer confidence (p. 788). One witness suggested that the 
public expected to find the products of a reputable manufacturer sold 
at the same prices everywhere (p. 1057) and that the appearance of 
differing prices in the same newspaper was apt to cause confusion in 
the minds of consumers (p., 1061). This was later qualified by the 
suggestion that, though the consumer might like to shop for goods 
bought frequently for daily requirements, he did not like to see 
different prices on durable goods bought infrequently (p. 1089). 


Other views were advanced, to the effect that while loss- 
leader selling had greatly confused the public, this had not necessar- 
ily been to the detriment of the public (p. 761). One dealer who had 
shifted his operations to a basis of competitive pricing thought that 
while consumers were confused by frequent changes in prices, they 
generally lost nothing except confidence in their regular dealers and 
some degree of service when they bought on the basis of price alone 
(p. 766), Another witness attributed any confusion, not to varying 
prices as such, but rather to misleading advertising (p. 707). Still 
another argued that what confused the public was not the variety of 
prices at the retail level but the unrealistically high retail prices 
suggested by the manufacturer (p. 688), The Canadian Association of 
Consumers said that this question of confusion had come up at public 
meetings held by branches of the organization and very few people had 
Indicated any feeling that the existence of a customary price outweighed 
the benefit of freely competitive pricing (p. 1744), The Canadian 
Federation of Agriculture argued that any confusion which existed as 
a result of the abolition of resale price maintenance, was in the 
minds of those retailers who had been protected from competition for 
so long that they did not know how to operate under truly competitive 
conditions (p. 3943). In the opinion of the Federation, the public was 
not aware that resale price maintenance was made illegal in 1951, 
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and was perhaps surprised to see varying prices on products for 
which they had been accustomed to pay a uniform price, but the public 
was happy rather than confused to see competition restored to the 


retail trade (p. 3944). 


Another aspect of the argument that the disappearance of 
uniform retail prices confused the consumer by destroying the 
criterion of value, was raised by the suggestion that sales would be 
reduced because the consumer would hesitate to buy, for fear he was 
not obtaining the article at the lowest available price (p. 1056), A 
number of examples were given of how annoyed customers were, upon 
discovering that a recently purchased article could have been bought 
at a lower price elsewhere (p. 728), In his presentation, Professor 
Mund referred to this matter as follows (p. 3242): 


"T daresay there are those situations, WhenI buy, we will 
say, a security I dislike waking up to-morrow morning and 
seeing that I could have bought it for less, I do not like that 
either, But Ido not know that we should fix the prices of 
securities because of that fact. 


It is true that people certainly and frequently find that if 
they had waited a little while they could have bought for less, 
But that is just one aspect of our system under which prices 
reflect the changing forces of supply and demand," 


In referring to the manner in which special offers had 
sometimes been made prior to the prohibition of resale price 
maintenance, one witness said that consumers were not so disturbed 
Over missing a bargain represented by an exaggerated trade-in as 
they were over one represented by a price-cut (p, 2608), Further- 
more, under resale price maintenance, bargains were not so widely 
advertised, so those consumers who paid the full price did not feel 
cheated (p. 976), While it might not be to their disadvantage, 
another witness said a variety of prices does confuse consumers be- 
cause they have no assurance that they have bought as cheaply as 
anyone else (p, 2594), 


It was argued also that varying prices, particularly for 
the more expensive consumer durables, inconvenienced the public by 
inducing them to shop all over the marketing area, and sometimes 
even leading them on wild goose chases when merchants had run out 


of stock (p. 851), This matter was also referred to by Professor 
Mund (pp. 3242-3243): 


''Now, sometimes it is said, 'Well, the consumerhas 
benefitted because he does not have to shop around, He saves 
time, He can make a budget. He knows what it is going to cost 
him today and tomorrow, both here and there', But it seems to 


me that that is a sort of forced [solicitude] for the interests 
of the consumer, 


ae 


I think I should be privileged to decide that, and not to 
have some retail store decide for me that I do not have to shop 
around, Indeed, the very essence of competition is the pro- 
cedure of shopping around - a situation in which you do shop 
around and that you do give up your trade, if you can geta 
better price. That is the way competition works, 


It is all a matter of alternatives, you see, The thing l 
fear is that once you permit someone to fix markups then the 
next step will be to have the government come in and see 
whether those markups are excessive or not, That is possibly 
the next step." 


Finally, representations were made to the effect that 
price-cutting retailers destroyed the desire to own a product, a 
desire which had been built up in the minds of consumers by constant 
advertising by the manufacturer (p. 1599). It was suggested that 
the buyer lost his pride of possession and delight in ownership when 
he saw his purchase advertised at a variety of prices (p. 1632), It 
was argued that there was evidence that people would not buy 
appliances because of the feeling that if the articles were cheap, they 
could not be good (p. 997). In opposition to this contention there is 
the fact that large sales of electrical appliances continue to be made 
by those merchants who are prepared to trade on narrow margins, 
Doubt as to the validity of these representations is increased by the 
argument made by one witness that the general reputation of the 
product, and not just the specific items on sale, is depreciated in the 
eyes of the public when the price is cut by retailers, but that when the 
price is lowered by the manufacturer, the public realizes merely that 
for one reason or another a new price prevails, and thereupon the 
product becomes more attractive (p. 1616). 


(b) Reality of Benefit of Lower Prices 


In many of the representations made to the Commission it 
was argued that for a variety of reasons, the consumer did not actually 
enjoy lower prices as a result of the featuring of goods at low prices 
either by offering bargain prices on a few items in the retailers! 
stock of goods, or from the selling of all items in the retailers’ 


assembly at lower margins, 


There can be little quarrel with the argument commonly 
made that the purpose of offering bargain prices ona few products in 
the merchant's assembly is to attract a greater volume of traffic to 
the store, in the expectation that the customer will be encouraged to 
buy other products as well as the featured article, The same thing is 
probably true in many cases when particular products are featured by 
other means than special prices, as in advertising campaigns and 
demonstration activities. When, however, the argument goes on to 


be 


allege that other products in the merchant's assembly must be 
marked up in price to compensate for the losses or low markups 
‘nvolved in the sale of the bargain items, information is lacking to 
support the conclusion, and, in fact, the available information is to 


the contrary, 


In the first place, if the customer buys only the leader 
item, other things being equal, he is obviously better off, In this 
connection, although we note that it was not a widely held view, the 
Canadian Association of Radio & Appliance Dealers (Victoria 
Branch) pointed out that because electrical appliances involve sub- 
stantial expenditures for the average purchaser, he is unlikely easily 
to be induced to buy more than the article offered as a bargain 
(p. 2573). In the second place, even if he does buy other goods in 
addition to the featured articles, it is impossible to generalize about 
the relative prices of the other goods, The issues to be considered 
in this respect have been outlined by Dean Grether at page 218 in his 
study ''Price Control Under Fair Trade Legislation", as follows: 

"| . It is frequently contended that loss leaders must be 
subsidized by the other products in dealers' assemblies and 
that this subsidy must take the form of higher prices for the 
other goods, Conversely, it is argued by others that each 
retail price is independent and obviously already at the most 
profitable level, and that it would be suicidal for a dealer to 
attempt to recover leader losses by increasing prices, Each 
of these positions is unsound when formulated so crudely; a 
reasonable explanation must consider variable conditions, 
rather than one fixed set of circumstances, and must be based 
upon the recognition of the fundamental difference between the 


demand for a class of products and the demand for the products 
of an individual firm, 


Theissues can be focussed about the practical problem of 
retail marking rates, Do leader practices make for a different 
adjustment of marking rates between products in dealers' 
assemblies from that which would occur if leaders were not 
used? Obviously there is some inter-dependence of demand 
factors if they are profitable, and also some degree of 
arbitrary manipulation of marking rates when the prices of 
leaders are cut, But does it follow that prices of other articles 
must be raised? If the leaders accomplish their objectives, the 
increased sales of other goods may cover or more than cover all 
the costs at the existing price level, If the leaders are reduced 
merely to their own direct costs, then the volume of sales on the 
balance of the products will merely have to increase sufficiently 
to absorb that portion of the fixed costs that would normally 
have been assessed against the leaders, If the leaders are 
reduced to invoice cost or to a lower level, then the burden 
upon the other goods will be heavier but might be borne by them 
at the existing level if the increase in sales were large enough 
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and the enterprise had excess capacity or was below its 
optimum scale of operation, Thus, if leaders are sufficiently 
successful, there is no reason from a cost standpoint for the 
prices of other goods to increase under the above conditions, "' 


In an attempt to discover for one broad field of retailing 
where loss-leaders were alleged to be prevalent, what indications 
there were that retailers who made a practice of using leaders, did 
in fact charge higher prices on other products, so that the consumer 
on his over-all purchases was no better of, if not worse off, than if 
he had purchased elsewhere, the Director undertook a comparison, 
from the statistical material available in his files, of the prices 
charged by a group of chain food stores and the grocery departments 
of department stores, all of which used leaders and specials more or 
less frequently in their advertising, with the prices charged by a 
group of independent retailers for the same items, The independent 
grocers were located in the same areas as the others, the grocery 
items were selected by a group of retailers as being representative 
grocery products, and the prices were regular prices in effect in the 
various outlets at approximately the same time, The three tables 
which follow record the results of this study. In the case of British 
Columbia and the Prairie Provinces, the comparison was based upon 
price data from eight chain and department stores and eighteen 
independent stores; in the case of Ontario, from four chain stores and 
eighteen independent stores; and in the case of Quebec, from two 
chain stores and seventeen independent stores, Prices on each of 
the items compared were not obtained in all cases from each retail 
outlet, 
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It was suggested by one witness that the grocery items 
selected by the Director, while representative, were frequently pur- 
chased by the consumer so that their prices would be well known, 
making it risky for any retailer to raise these prices to compensate 
for the low markups of leaders, For a similar reason it was suggested 
that the grocery trade was less open to the use of the practice than 
the furniture, clothing and fabrics, auto and electrical repair and 
service, plumbing and heating supplies, and drug sundries trades 
(p. 334), However this may be, the Commission has received no 
significant evidence relating to any line of trade to support the argu- 
ment that other products in the assembly of a retailer using leaders 
must be raised to compensate for losses or low margins on the 
specials, The Canadian Association of Consumers doubted that this 
occurred, It was the view of the Association that special sales in- 
volving one or two items were usually advertising stunts to attract 
customers, and the process would be self-defeating if other items 
were marked-up, because the consumer was very price conscious 


(p. 1740). 


A related aspect of this question, applying primarily to 
the sale of electrical appliances, involved the argument that the 
price-cutting dealer only appeared to sell ona very low margin but 
after attracting customers with misleading advertising finally sold at 
what was actually a higher price, after adding extra charges for 
packaging, delivery and, particularly, excessive finance charges 
(p. 547), One witness stated that one of the chief abuses in 
advertising was the use of the words ''no cash down'"', where a private 
finance company was operated by the retailer, which provided funds to 
customers at excessive rates (p. 770), Another alleged that some 
price-cutters made more money from financing customers! purchases 
‘than from the sale of the merchandise (p. 2590). It was argued by 
several witnesses (pp. 2745, 3097) that price-cutting retailers had 
increased their finance charges, particularly in British Columbia, and 
that this had-occurred before interest rates were increased by banks 
and finance companies (p. 2750). 


On the whole, however, the evidence presented to the 
Commission on this question was highly contradictory, For example, 
one witness said that price-cutting retailers discouraged cash sales in 
order to profit from excessive finance charges (p. 3058) and another 
that the customer did not save money in buying from a price-cutting 
retailer unless he paid cash, He argued that those most in need of 
low prices, since they could not pay cash, were the very ones who 
did not benefit (p. 2747). Another witness attributed higher finance 
charges to the fact that some of the larger stores, which were not 
generally regarded as very aggressive competitors in the appliance 
business, had adopted a policy of ''no down payments"! and other dealers 
were forced to follow in order to compete, In the long run it was said 
that this would have the effect of forcing the customer to pay higher 
Prices, because a large proportion of sales would then be handled 
by finance companies whose charges were necessarily high, and in 
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addition, it would lure customers into over-extending their purchases 
(p, 1606). By contrast with these expressions of opinion, one witness 
who denied that price competition in the sale of appliances had enabled 
more people to buy them, said that competition had become so intense 
that dealers were forced to a cash basis, thus eliminating those con- 
sumers who had to buy on credit (p. 616), The evidence of retailers 
selling in large volume did not support these repre sentations, One of 
the largest appliance retailers in Toronto informed the Commission 
that he turned over all his financing to the General Motors 

Acceptance Corporation (p. 681), In British Columbia, the appliance 
retailer most frequently alleged to follow a policy of loss-leader 
selling, stated that his finance charges had remained unchanged since 
1952, and were the same as, or lower than the rates charged by well- 
known finance companies, It was indicated that 75% of his business 
was done on a credit basis (p. 3143) but it was claimed that 42% of the 
total was repeat business which would tend to discredit the argument 
that customers were deceived by high finance charges (p. 3158). It 
would appear that the limited evidence available does not support 

the argument that there is any relationship between excessive 

finance charges and the offering of low prices, 


Another way in which it was alleged that the consumer 
failed to benefit from what appeared to be lower prices, was that the 
quality of the manufacturer's product suffered, The National Council 
of the Baking Industry argued that when an industry became pre- 
occupied with price, the quality of the product deteriorated and other 
undesirable expedients were resorted to, and the illustration was 
given of the marketing of an 18 to 20 ounce loaf of bread to resemHe 
a 24 ounce loaf (p. 149). It was argued by a witness in the appliance 
field that the merchandise supplied by many manufacturers had 
already deteriorated, owing to competition among manufacturers to 
market products which were principally attractive from a price stand- 
point (p. 731). In contrast it was said by dealers selling in large 
volume that the quality of branded lines of appliances was so well 
established that consumers could depend on the brand name and this 
reputation greatly simplified the work of selling. Another witness 
argued that retailers, in order to continue the loss-leader practice, 
exerted pressure on jobbers and manufacturers for goods of low 
price rather than quality, and in time this was bound to have an effect 
on the quality of the merchandise available to the consumer (p, 3016). 
Dean Grether made the following comments in reply to the question on 
this point (pp. 3295-3296): 


"MR, GERIN-LAJOIE: Now, another point which seems to 
have been covered to some extent -- but you may be able to 
expand somewhat upon it. Representations have been made to 
this Commission, up to now that loss leader selling results in 
pressure upon manufacturers by wholesalers and dealers for 
lower buying prices, which ultimately are reflected in the 
deterioration of products. Do you think there is any real danger 
of such a situation, in your experience ? 
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DEAN GRETHER: In the first place, in this kind of 
situation, I think one always raises the question as to why the 
distributor waited for the use of this practice to ask for that, 
They always, presumably, try to get the best buy, the best 
buying prices in the market, 


But, presumably, under pressure of severe competition 
they might look to a manufacturer for relief. And it is true, of 
course, that sometimes manufacturers and wholesalers, both, 
do try to assist distributors, retailers, in putting on specials, 


They look around for perhaps a good collection of mer- 
chandise that they can use for purposes of specials, I think it 
is not impossible that, in a given situation under a play of 
pressure, that a manufacturer sometimes might have been forced 
to face up to this question, whether he might be forced to deter- 
iorate the quality of his product to meet a given pressure in the 
market. But my guess is that it is highly exceptional, and that 
most manufacturers would resist this type of pressure, 


Please remember that this type of pressure comes from 
the individual market -- not from the total market at any given 
time, It arises here and there, depending upon the play of local 
competitive factors, 


I would not think that a manufacturer, in reaction to 
pressure arising from a given local market, would really be 
forced to deteriorate [products] for that purpose, particularly 
national brands, which are the ones likely to be used as leaders, 
He wants to maintain their position and their reputation in the 
market," 


On the same subject the Canadian Association of Con- 
sumers stated that they had noticed no deterioration in the quality of 
those goods particularly subject to active price competition. Price 
competition on items which were formerly price maintained, in their 
view was still so sporadic that there was little reason for any 
deterioration, and in any case it was said that retail competition 
should not affect the quality which the manufacturer builds into his 
product to meet the competition of other manufacturers (p. 1743). 


A development at the retail level, portrayed in much the 
same way as the alleged decline in the quality of goods produced by 
the manufacturer, was said to be that the customer was persuaded to 
buy less well-known, inferior articles at higher prices or wider 
margins for the retailer (p. 572) because the latter would not obtain 
the same profit in the highly advertised lines (p. 2655), It was also 
argued that the abolition of resale price maintenance had encouraged 


the operations of ''shoestring'' manufacturers who did not make 
because the reduction of 


provision for spare parts or servicing, 
ive for merchants to stock 


margins on known brands made it attract 
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unknown merchandise (p. 3090), The actual situation in the manu- 
facturing field appears to be that new manufacturers were attracted 
when and because a sellers' market existed. In the food field, further 
disadvantageous effects for the consumer were stated to be produced 
by the pressures of loss-leader selling which led the retailer to 
resort to misleading practices such as charging different prices for 
the same product in the same store, trimming meat deceptively, 
mixing qualities of meats (p. 2406) and mixing sizes of oranges, etc, 
(p. 3589). It is difficult to see the consumer being deceived on any 
scale by such devices or continuing to patronize dealers engaging in 
them, The B,C. Retail Hardware Association said that a questionnaire 
had been sent to members asking if loss-leader selling had forced 
them to discontinue selling standard brands and to substitute inferior 
products to meet this competition, and 65% of those replying said 
this was the case (p, 3021). Leaving aside the possible bias implied 
in the wording of the question, other evidence suggests that the 
consumer is not quite so easily deceived as this would indicate, One 
large retailer of appliances said that while his firm encouraged 
customers to buy more expensive articles than they had intended 
when they came into the store, no attempt was made to steer the 
customer away from advertised bargains because this would anta- 
gonize him (p, 647). A member of the delegation of The Retail 
Merchants! Association of Canada, British Columbia, said that his 
firm had tried to switch customers from Canadian General Electric 
polishers to other polishers, which carried the same price but 
provided a wider margin, It was said that the attempt was not very 
successful, however, because Canadian General Electric products 
were so well-known and sohighly respected that switching was 
difficult (p. 2774). 


Another witness said that if loss- leader selling continued, 
the retail hardware dealer would have no alternative but to meet this 
competition by attempting tomarket poorer quality merchandise. He 
stated that products like toasters, irons and clocks had been 
successfully substituted for better known brands, but it was conceded 
that a retailer would have considerable difficulty in substituting other 
merchandise if it was definitely inferior (p. 3718). In general it 
would seem that even if the retailer wantedto substitute less well- 
known brands his opportunity to do this to the disadvantage of the 
consumer would appear to be very limited, as most retailers 
recognized, The fact that a brand is well-known establishes that 
there is large public acceptance of it and that it is sought out by 
consumers, If the retailer was successful in substituting an unknown 
brand, the qualify of which was not inferior, the benefit to the 
consumer would not be dissipated. If the substituted product was 
actually inferior, an inability on the part of the average buyer to judge 
values must be presumed when it is suggested that a business could 
operate successfully for very long, using this device in competition 
with other retailers offering quality merchandise at low prices, 
backed by the advertising power of well-known brands, 


‘ 
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The views of those appearing before the Commission on 
the general question of the extent to which the public benefits from 
flexible pricing at the retail level, ranged through a wide spectrum. 
It was represented by Drug Trading Company Limited that price- 
cutting never broadens the market (p. 342), Another witness said 
that real benefit to the consumer comes from inventions and tech- 
nological advances and that price-cutting brings only temporary 
bargains to relatively few people in widely separated areas (p. 3483), 
Other witnessed referred to the alleged discriminatory effects of 
bargain prices on the ground that they were said not to be available to 


rural buyers and others (pp. 3484, 4156). The Allied Beauty Equip- 


ment Manufacturers' & Jobbers' Association argued that the public 
could not benefit from price reductions on the products of this trade, 
because they were sold only to beauty parlour operators, whose 
minimum charges were fixed by law in most provinces, and because 
the cost of the products used was of very little importance in the 
charge made by beauty parlours for their services (pp. 1683, 1686), 
The Association conceded, however, that most beauty parlour 
operators worked on a price schedule above the minimum (p. 1706) 
and also that beauty parlour operators would have to increase their 
charges if their general costs rose (p. 1722), 


Another group of witnesses held the view that some 
benefit to the consumer might be expected from flexible pricing at the 
retail level, It was the opinion of the B.C. Retail Hardware 
Association that price reductions would widen the market (p. 3078). 


The Canadian Retail Hardware Association said that some consumers 
have undoubtedly secured some bargains in brand name merchandise 


as a result of loss-leader selling (p. 3660). The Radio-Television 


Manufacturers! Association of Canada admitted that the discount 


houses might have had the effect of temporarily broadening the 
market, but stated there was not enough experience to say whether 
this would be the long run effect, They submitted that the vital 
question was whether the lower price became the established pattern, 
because it was obvious that anything which held down the general level 
of prices, while still permitting those in the trade to make a profit, 


would broaden the market (p. 1835), Some witnesses expressed the 


Opinion that the discount houses had benefitted consumers by bringing 


to them brand name products at low prices (p.777), and that many 


people who otherwise would not have bought, had obtained appliances 
at lower prices (p. 792). It was the view of the Canadian Association 
of Radio & Appliance Dealers (Victoria Branch) that the ban on resale 
price maintenance had resulted in lower prices to consumers (p. 
2580). One large retailer of appliances said that, aside from the 
matter of adequate service, the public without doubt got the benefit of 
competitive price reductions (p. 765), The question of the adequacy 
of service on appliances was raised by a large number of witnesses 
and is discussed in a subsequent section, The Canadian Association 
of Consumers expressed the opinion that the reduction of regular 
Prices through lower costs of retailers buying in large quantities, 
greater volume of sales, or low overhead methods of operations not 
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only benefitted consumers but operated as a challenge to the trade 
(p. 1735). It was suggested that if other forms of competition had as 
much appeal for the consumer as price competition, there would be 
no occasion for business groups seeking protection from it, The fact 
that no voices were raised to ask for protection from competition in 
service or quality suggested that consumer patronage was not so 
easily deflected by these means (p. 1747). 


Another aspect of this question was raised by several 
witnesses, including one who said that any benefit to the consumer 
from lower prices should not be a decisive consideration when the 
legislation had caused the sacrifice of the merchants' legitimate profit 
(p. 1417), and another who conceded that the lowering of prices did 
broaden the market and permitted the man who could not otherwise 
afford it, to buy a refrigerator, but argued that he was not entitled to 
this benefit, if the effect was to put sx or seven dealers out of 
business (p. 580). These views almost amount to the contention that 
a retailer has some proprietary right to be kept in business, They 
were answered by the argument of the Canadian Association of 
Consumers that consumers have an indisputable right to the only 
protection against exploitation which they possess, unless resort is 
had to government control, namely free competition (p. 3918). 


(c) Alleged Danger of Monopoly Prices » 


In nearly every presentation made to the Commission by 
those who regarded the current forms of sharper price competition 
as indicative of loss-leader selling or who advocated the restoration 
of resale price maintenance as a solution to the present difficulties 
of some retailers, the justification for interference by the Govern- 
ment on the grounds of public interest was in large part ascribed to 
the possible danger that free competition in the sale of branded goods 
would lead to concentration of business at the retail level in the nature 
of local monopolies in some lines, Support for such representations 
was frequently sought in the conclusions of the MacQuarrie Com- 
mittee to the effect that the loss-leader device was a monopolistic 
practice which did not promote general welfare and was not com- 
patible with the public interest, However in the discussion which 
follows, the almost complete lack of evidence of selling below 
acquisition cost should be borne in mind, as well as the extent to 
which different witnesses believed that varying degrees of price 
competition represented loss-leader selling,: 


tN A representative of the Sunbeam Corporation (Canada) 
Limited contended that in the case of certain types of branded or 
durable goods, price competition would lead to a merchandising 
monopoly because dealers with higher costs of operation could no 
longer afford to handle the price-cut merchandise (p. 54). The 
Sunbeam representative thought that there was serious possibility of 
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harm to the consuming public in the long run from such a situation, 
The Sunbeam Corporation was not able to furnish any statistical 
information as to number of dealers or their sales, as the Company 
did not deal directly with retailers, but distributed its products 
through wholesalers who, in turn, served the individual retailer, The 
tendency toward monopoly as a result of price-cutting, in the view of 
the Sunbeam representative, had been carried farthest in Toronto, 
where there had been a marked increase in the sales of one 
particular dealer (p. 88). Under resale price maintenance, it was 
said, Sunbeam had at least 1,000 dealers in the Toronto area, The 
bulk of these were no longer interested in handling Sunbeam Mix- 
masters and the largest part of the business was being conducted by 
some five dealers (p. 99). It was clear from his presentation that the 
price competition he had in mind would embrace much more than the 
practice that the MacQuarrie Committee had in mind when it relerred 
to 'the loss-leader device'', and in fact the linking of a tendency to- 
ward monopoly, merely with competition in price rather than loss- 
leader selling was a feature of many of the submissions on this 
question, 


The representations made to the Commission about the 
danger of monopoly in retailing were largely concerned with the 
electrical appliance trade although the retailing of food and cigarettes 
was also alleged to be affected by this development. The Canadian 
Wholesale Hardware Association argued that continued loss-leader 
selling would force hardware dealers out of business, thus eliminating 
competition, and would eventually result in the consumer paying 
higher prices (p. 453). It was argued that a dealer should not be 
permitted to sell refrigerators at a lower price based on large 
volume, because this would concentrate business in the hands of a few 
dealers who were primarily interested in turnover rather than building 
_ up goodwill, which was said to be detrimental both to the trade and to 
the consumer (p. 515), Again no factual evidence was. submitted in 
support of this argument, and in fact the hardware trade is among the 
most stable of retail trades from the viewpoint of business failures. 
The Canadian Electrical Manufacturers Association said that the 
prohibition of resale price maintenance assisted in the creation of 
monopolies because it meant that business was falling into the hands of 
a few large dealers (p. 922). It was argued by Northern Electric 
Company Limited that the result of predatory price-cutting, which was 
said to be spreading at an alarming pace, was an accelerating rate 
of failure among the smaller retailers and the concentration of 
appliance retailing into fewer and fewer monopolistic channels (p. 
1537). The available statistics on failures in retail trade wili be 
reviewed later in this report, The British Columbia Division of The 
Retail Merchants! Association of Canada said that when a retailer took 
a product unrelated tohis main line of business and used it as a loss- 
leader in order to attract traffic tohis store, other retailers would 
gradually have to abandon the line, and its sales would be concentrated 
in the hands of the retailer using it as a loss-leader, If this happened 
on a big enough scale, and the retailer had not been taking a profit on 
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the line, he would either have to abandon it too, or increase his price 
(p. 2708). The B,C, Retail Hardware Association argued that loss- 
leader selling was causing financial difficulties for many neighbour- 
hood merchants upon whom the public depended for convenient service, 
and the public would be deprived of the services of these retailers if 
they were unable to survive. In the end the firms using loss-leaders 
would gain complete control of the price structure and would then raise 
prices to the detriment of the public (p. 3016), The Canadian Retail 
Hardware Association submitted that loss-leader selling would result 
in concentration of business in the hands of a few dealers, who would 
then be in a position to establish retail prices subject only to the 
competitive influence of imported goods (p. 3664). The fact that 

some members of the Association had greatly reduced their stocks of 
brand name appliances was submitted as an indication of the concen- 
tration in progress (p. 3721), The above may be said to be representa- 
tive of the views expressed to the Commission alleging the 

possibility of the retail electrical appliance business becoming con- 
centrated in the hands of a few dealers, An argument which was 
somewhat self-contradictory was advanced by several witnesses, to 
the effect that price-cutting retailers were opportunists who could not 
be regarded as having stability or permanency, but at the same time 
their activities would result in the elimination of more stable trade 
elements and produce monopoly situations (pp. 1057, 1625, 2432). 


There is evident in some of the opinions just referred to, 
a tendency to regard the possibility of a reduction in the number of 
outlets as equivalent to a reduction in the desirable degree of 
competition and in fact one witness went so far as to suggest that 
lower prices always prevailed when more people were in business 
(p. 2743). Other witnesses took a somewhat similar position. One 
said that in the long run, loss-leader selling would reduce competition 
by cutting down the number of outlets (p. 553). Another said that the 
Government must make up its mind to afford protection to the small 
merchant or have the public run the risk of having him put out of 
business, with the result that a virtual monopoly would exist in the 
hands of the large retailers (p. 602). Another witness said that the 
legislation prohibiting resale price maintenance would create 
monopolies by eliminating the independent merchant (p. 1435), With 
reference to these arguments the Canadian Federation of Agriculture 
stated that even if there was a tendency towards fewer dealers, 
larger in size, with lower markups and fluctuating prices, it was not 
a move in the direction of monopoly, On the contrary, the banning of 


resale price maintenance was a move away from private price fixing 
and lack of competition to a freer market. Grocery chains and large 
mail order houses have been in business for a long time but the 
Federation did not see any sign of monopoly in their activities and 
expressed the opinion that competition among them was very keen. 
Since existing large retail organizations were competing with one 
another there was no reason why the situation should be different in 
the electrical business, if appliances, to be a greater extent, came 
to be sold by large appliance stores (p, 3948), While somewhat 


- 109 - 


apprehensive of some current developments in retailing, the British 
Columbia Division of The Retail Merchants' Association of Canada 

did not foresee the outcome as one of monopoly. This Association did 
not believe that efficient retailers would be driven out of business by 
the ban on resale price maintenance, and a survey of the causes of 
business failures in Canada as reported in The Financial Post was 
referred to, in which lack of experience, incompetence and neglect 
were given as being by far the most important reasons for failure, 

The Association said that efficient independent merchants would remain 
in business as long as anyone else, though they might be driven out of 
handling certain lines as a result of price-cutting (p, 2742). This 
perhaps is what is occurring to some extent in connection with the sale 
of electrical appliances in the hardware trade, which because of a 
normally slow rate of turnover, requires a somewhat higher margin 
than other trades handling some of the same products, 


However, what appears perhaps to be the greatest safe- 
guard against the danger of monopoly situations arising in 
merchandising, comes from the ease of entry into the retail trade as 
well as from the ability of merchants to adapt themselves to changing 
conditions. The British Columbia Division of The Retail Merchants' 
Association of Canada, also referred to these aspects (p. 2741): 


"Unfortunately the public believe that retailing is a field 
into which anyone can get, and the fact is that that feeling on the 
part of the public is not borne out by the facts, It takes a con- 
siderable amount of skill to be a substantial retailer, 


THE CHAIRMAN: Well they can get in. 


MR, DEACHMAN: Oh yes they can get in -- it is easy to 
get in. There is nothing like it, It is one of the few places 
everybody can get in. But once you do get there it is quite a 

different situation. The bright ones stay with it; the less bright 


ones perish, "' 


These considerations were also referred to by Dean Grether in the 
following terms (pp. 3285-3287): 


"In the third place, it is sometimes argued that the use of 
loss leaders is a practice that can be employed best by the larger 
organizations; and that, as a consequence of this application, 

a quasi-monopoly position or even a monopoly position, may be 

created in retailing trade marketing channels; and that therefore 
it would be an excellent idea to prohibit the practice in order to 
protect the consumer and the public against the building of these 


quasi-monopoly positions, 


Now, please recall again my general position, that it is 
very difficult, except arbitrarily, to dissociate or to segregate 
the use of leaders from price competition and promotion of 
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merchandise in general, 


In the second place, at least in the United States -- andl 
assume it is true here in Canada also -- retailing is one of the 
most competitive parts of the economy, In fact, it is probably 
just about the most competitive segment of the economy, It is 
very difficult, if not impossible, to obtain and to holda 
monopoly position in a given retail market. It is so easy for 
new entrants to come in, that anything that tends to look like a 
monopoly position becomes threatened immediately by new 
competition. 


Then, in addition, competitors always have other alter- 
natives available to them, Many of us who have observed 
marketing over a period of years I think will have been impressed 
by the ability of the marketing system to express itself ina 
different way as conditions have changed, There is enormous 
vitality and energy stored up in the free enterprise system, as it 
expresses itself in the handling of goods and services in our 
markets, Over the years this monopoly cry has been used 
almost always whenever a new enterprise became important, 

No doubt some of you have read of the cry at the end of the last 
century, and early this century when it was used against the 
department stores -- arguing that they would soon have a 
monopoly of retailing in our market, Department stores have 
never achieved such monopoly. 


Then, it has been used against chain stores, It is used 
against super markets, to some extent. In some foreign 
countries it is used against consumer co-operatives, 


In other words, any new competitor who shows signs of 
vitality and strength becomes attacked as a threat to competitive 


marketing -- a danger because it is called a quasi-monopoly 
situation, 


In terms, at least, of my observation, I do not see any 
strong threat, in terms of quasi-monopoly potentials in the use 
of leaders and loss leaders in our markets,"! 


The danger that monopoly situations in retailing might 
arise in another direction was referred to by one witness who 
suggestedthat continued price-cutting might drive manufacturers into 
opening their own retail outlets, in which case prices to consumers 
hohe likely to be higher (p. 2826). Professor Mund expressed the 
opinion that the possibility that manufacturers in Canada, in the 
absence of resale price maintenance, might establish their own retail 
outlets, was not justified by past experience in other countries, In 
the United States, for example, there had been no indication that 
manufacturers had sought to develop their own retail outlets in the 
states which have no ''fair trade'' laws. Professor Mund said that it 
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was the manufacturers! job to manufacture, to develop and to innovate, 
and he doubted that they would wish to take on anything further (p. 
3258). At the annual meeting of the Canadian Electrical Manufacturers 
Association as reported in the Radio, TV and Appliance Trade 
Builder for October, 1954, the President of the Association expressed 
a somewhat similar view on this matter: 


"QUESTION: Do you think some manufacturers might 
consider going direct to the public as a result of the present 
chaotic conditions by operating their own retail stores as some 
laundry equipment makers did some years ago? 


ANSWER: From time to time in the past, manufacturers 
have explored the retail selling field although the final con- 
clusion has usually been that it should be ieft to specialists. 
However, it could be that if the present conditions continue, the 
possibility might be studied more intensively by some manu- 
facturersit' 


Another argument which was advanced as indicating a 
tendency toward monopoly under conditions of price competition in the 
sale of branded goods was that the legislation prohibiting resale price 
maintenance had encouraged large-scale merchandising organizations 
to push private brands, since there could be no price-cutting on these 
items, Anything which encouraged the growth of these privately 
controlled trade-marked lines would tend toward a me rchandising 
monopoly, with consequent detriment to the public (p> 58)/.'This 
argument fails to take into account a number of significant factors. 

In the first place, the trade position, in practically all cases, is that 
private brands are in very real competition with nationally advertised 
brands with far greater public acceptance, As ‘the latter,’ inthe cir- 
cumstances suggested, would be selling for relatively low prices, it 
is difficult to believe that any significant increases in the sale of 
private brands could be made under such competitive conditions let 
alone increases so large that they would create a monopolistic 
situation, Secondly, under resale price maintenance, there is an 
obvious advantage to sellers of private brands, since they are assured 
that their competitors must sell national brands at the maintained 
price, while the former are free to expand their sales of private 
brands by pricing them under the national brands which is generally 
done, Finally, in the electrical appliance field, most of the evidence 
received by the Commission indicates that it is not private-brand 
sellers like the department stores which are offering the most 
aggressive competition, but rather the large scale independent 
merchants, who are not big enough to make use of private brands, and 
who concentrate their efforts on the sale of nationally advertised goods, 


. Although The Retail Merchants Association of Canada Inc., 
did not contend that at the present time there was any large scale 


loss-leader selling, the spokesman for the Association foresaw a 


merchandising war arising within the next year or two, between large 
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department and chain stores on the one hand, and independent stores 
on the other (pp. 3518-3519), In his view the chief instrument used 
by the large organizations would be loss-leader selling. No evidence 
however was adduced to support this view. On the other hand, one of 
the larger independent retailers of electrical appliances in Montreal 
said that the big department stores, if they decided to go into a price- 
war, could probably sell at prices far below his cost, and because 

of their great resources of capital, force him out of business, 
However, they were not doing this and he did not think they would 

(p. 1799). In this connection Dean Grether has written: 


"If there were no competitive checks on the pull of leaders, 
then the inevitable consequence would be the gathering of all 
retail lines in the hands of one firm in each market, This out- 
come was feared at one time by small dealers in competition 
with department stores and mail order houses, Fortunately for 
the specialists, the hmits to the economies of wider assemblage 
seem to be reached rather early. The larger department stores, 
for instance, are relatively high cost institutions, In recent 
years many of them have dropped the use of deeply cut leaders, 
presumably because they were not profitable. 


In the business of retailing goods there appear to be only 
slight, perhaps no economies of larger scale operation when 
a firm grows beyond moderate size. Consequently expansion 
quickly reaches a margin of application in the use of leaders 
without price increases, even if there are no specific com- 
petitive resistances, This margin of application of leaders 
is where the net loss on them equals the net gain obtained from 
the extra sale of other goods induced by the leaders, 
Competitive repercussions normally may be expected to ensure 
that this margin will be achieved short of the position where all 
latent economies are exploited because of the diminished 
effectiveness of leaders. Thus in the intrinsic nature both of 
retail merchandising and of leader practice there is no basis 
for the assumption that leaders make possible the exploitation 
of significant unutilized economies of large scale operation, "' 


(E.T. Grether, ''Price Control Under 
Fair Trade Legislation", pp. 220-221) 


(d) Availability of Adequate Service 


A point which was frequently raised during the hearings 
by trade representatives, who saw possible disadvantages to con- 
sumers in open price competition among retailers in the sale of the 
same branded article, was the maintenance of adequate service if 
margins were reduced below the levels which manufacturers con- 
sidered necessary, as indicated by their suggested retail prices. 
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One opinion expressed was that whatever saving the consumer might 
obtain in buying a branded product at less than the suggested retail 
price was more than offset by the inadequacy of service at the time 
of purchase, or at a later date when service became necessary. 

This point of view was particularly evident in discussion of the sale 
of electrical appliances, but the same views were expressed in 
regard to the distribution of some other lines of consumer durable 
goods, It was said that if public confidence was damaged because 
essential service was lacking, this would reflect upon the industry, 
which would not then be able to compete successfully for the 
consumer's dollar in the sale of its products (p. 598). Several 
aspects of the alleged decline in service were referredto, It was 
argued that the large volume, low markup retailers could not and 
would not provide adequate service out of their narrow margins, It 
was argued further that the traditional type of retailer who em- 
phasized service could not operate on such low margins while 
continuing to supply service, Finally it was argued that price-cutting 
was forcing a significant number of retailers out of business and that 
service would no longer be available to the public from them. Before 
an examination of these factors is undertaken, it might be well to 
place the problem in perspective by considering the amount of service 
which is involved in the sale of electrical appliances and the arrange- 
ments normally made by the trade to provide it. 


In the brief of the Canadian Electrical Manufacturers 
Association, the responsibilities of the retailer in the matter of 
service were referred to in the following terms (pp. 910-911): 


'The services performed by a dealer which require 
adequate margin|[s] are: 


a‘. Maintains a varied display of models. 

Ln Maintains an adequate inventory of various models to 
make prompt delivery. 

Sp Has a trained sales staff to supply information on the 
product to customers, enabling them to make an in- 
telligent choice of the model best suited to their 
requirements, 

-. Has a location in a good traffic centre with an attractive 
store and windows properly displaying products. 

5 Provides facilities to uncrate, test, clean and set up 


products and to deliver them to the customer's home, 
install them, and instruct the customer in their basic 


operation, 


6. Has a home economist or other staff personnel to call at 
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the purchaser's home and educate the housewife in the 
proper use of the product to get the most value, enjoy- 
ment and the best results from owning it, 


T, Accepts the responsibility to promptly adjust the product 
to ensure its continued and satisfactory operation in the 
customer's home, This is an important responsibility 
of the dealer who sold it and represents a substantial 
expense in equipment, supplies, space, trucks, parts 
inventory and trained service men, 


8. Does advertising to educate the public as to the benefits, 
features and prices of the products, and savings resulting 
from their use. 


. Undertakes sales promotion activities of various types, 
for example, cooking demonstrations and distribution of 
iiterature, ™' 


It will be noted that this list includes promotional as 
well as service activities and stresses those functions which aid most 
directly in expanding the manufacturer's sales in addition to helping 
the consumer to get the most satisfaction from the article purchased. 
This raises the question of the extent to which the retailer now 
performs the function of promotion, as well as providing the kind of 
service the consumer may want, and the further question whether it 
is necessary to provide for the cost of all possible service in the 
margin afforded the retailer rather than giving the consumer the 
choice of paying for it when required. Questions of this kind were 
considered in a paper delivered by Professor R, S, Alexander of the 
Graduate School of Business, Columbia University, at a meeting of 
the American Marketing Association held in Detroit on December 27, 


1954, In discussing the theory of price maintenance Professor 
Alexander said: 


'In the second place, price maintenance is based on the 
idea that all retailers should be paid in their gross margins 
for these functions whether they perform them or not and that 
all consumers should pay for them whether they want them or 
not. This assumption was further extended to include the idea 
that the margins of all retailers should include the same 
standard amount to cover the costs of performing these 
services regardless of what their actual costs of doing so 
might be, One added assumption is involved, namely that all 


consumer-buyers need these services performed for them 
whether they know it or not, '' 


| Professor Alexander then went on to discuss whether such 
a view is valid under present market conditions, and stated: 
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"The manufacturer has taken over and now performs the 
lion's share of the task of promoting the sale of his product 
and he is constantly assuming a larger portion of it. ‘Prac- 
tically all national advertising is directed to this end,"' 


In reviewing the retailer's function in the sale of branded 
merchandise, Professor Alexander pointed out: 


'The retailer's function as a source of assurance of the 
quality and performance of the articles he sells is much less 
important to both the maker and the consumer-buyer than it 
used to be, 


The retailer has become less important as a source of the 
repair and maintenance service needed by many mechanical 
contrivances than he once was, Most makers of such articles 
issue detailed and carefully prepared sets of instructions as to 
the care and use of their merchandise; these are transmitted to 
the consumer-buyer along with the goods when they are sold and 
serve to reduce the need for such service, There is a constant 
drive to make mechanical articles more foolproof in operation 
which likewise reduces this need, Many manufacturers 
maintain repair stations in the chief centers of population to 
which consumers can take or send articles to be repaired or 
from which crews of repair men can operate to make such re- 
pairs. Many of them also are prepared to do the work of 
installation which may be required by new buyers of their 
products. 


Very much the same view was taken by the Canadian 

- Association of Consumers whose opinion was that most consumer 
durable goods of the type requiring servicing have reached a high 
order of dependability in performance and do not ordinarily require 
servicing for long periods after they are bought (pe. AS) Ree 
representative of the Association expressed the view that, generally 
speaking, a very small number of consumers took advantage of the 
services which were included in the sale price of appliances. Most 
of them, she said, did not bring the appliance back to the retailer 
unless it was defective to begin with, which of course would be 
exceptional, and this was not regarded as the type of service for 
which a charge might be included in the selling price (p. 1760). 
Usually, most consumers did not need to turn to the store for 
service until a year or more had elapsed, by which time they had 
forgotten whether or not the purchase price included servicing, and 
felt they were getting a favour from the retailer if they obtained 
service for nothing. The Canadian Federation of Agriculture argued 
that consumers do not always know just what service they are entitled 
to after buying from a service retailer, and that the amount of service 
the purchaser gets sometimes depends on his insistence (p. 3960). 
It was the belief of the Canadian Association of Consumers that the 
average housewife, particularly if there was a service depot nearby, 
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preferred, in many cases, to call in the local service man to repair 
or service electrical appliances. It was argued that in any case free 
service was not always available except from very large retail 
organizations, which were exceptions to the general rule, in that the 
majority of people buying from them were likely to turn to these 
stores first for service (p. 1760). 


With respect to demonstration services referred to by the 
Canadian Electrical Manufacturers Association, it was said that con- 
sumers were about equally divided on the acceptability of home 
demonstration of a product, some liking it and some not, Those who 
did not like it felt they were being "high pressured" and manoeuvered 
into the position where, for example, having had a carpet cleaned, 
they would feel they owed something to the company sponsoring the 
demonstration (p, 1762), The Canadian Association of Consumers 
concluded that the average consumer preferred to pay a lower price 
for an appliance without service, with the privilege of paying an 
additional amount for service, if desired (p. 1761). 


There was a considerable difference of opinion in the 
views presented to the Commission about the amount of service which 
the average appliance would require during the various periods 
normally covered by free service from service retailers, However, 
it was generally agreed that there would be a substantial proportion of 
each type of appliance that would require no service at all during 
these periods, Therefore, with respect to those products not requir- 
ing service, it would not have mattered to the purchasers where they 
had bought them, With respect to those requiring service, some would 
be taken care of by the service facilities supplied by the manu- 
facturers, It is standard practice for manufacturers to guarantee 
the parts of the appliance against defects in workmanship or 
materials, regardless of where the appliance is sold in Canada. The 
evidence presented to the Commission indicated that in the larger 
metropolitan areas, at least in Toronto, Montreal and Vancouver, 
many manufacturers of white goods, e.g., electric: stoves, refrigeras 
tors, dishwashers, etc., provide direct factory service to con- 
sumers, so that not only the parts but also the labour involved in any 
repairs were the manufacturer's responsibility, One witness said 
that some manufacturers of such things as refrigerators, ranges 
and washers would not even sell any merchandise except on the 
condition that they retained responsibility for guaranteeing the parts 
and for the service warranty, When a customer's complaint was 
received by the retailer, the retailer referred it to the manufacturer 
who sent his own service representative to see the customer (p. 

678). In some cases, it was said by another witness, where a manu- 
facturer did not have his own direct service in the area, he employed 
a service company to take over responsibility for the manufacturer's 
warranty (p. 789). Another witness said that in Montreal, one 
manufacturer maintained direct factory service on every product he 
sold, including washing machines, refrigerators, stoves, dish- 
washers, and home freezers (p. 1780), The same manufacturer had 
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a schedule of service charges, depending on the article, which ran 
from $2.00 to $9.50 for one year's service, which was added to the 
dealer's cost price. These services were optional, so that the 
customer paid for them only if he wanted them. Another manufacturer, 
who was principally interested in ranges and refrigerators was re- 
ported to have a service policy which automatically covered all of 
his products, at a cost to the dealer of $6 or $8 per unit, if the 
retailer adopted this arrangement, If he did not, the retailer then 
supplied his own service (p. 1781), Inthe case of automatic washing 
machines, it was said to be a general rule that all manufacturers 
included a certain charge in the cost price of the appliance to cover 
service, and all installation, guarantee, demonstration and servicing 
was undertaken by the manufacturer, when sales were made ina 
metropolitan area, For sales in other areas, the manufacturer re- 
funded the service charge to the dealer, who in turn deducted it from 
the customer's purchase price (p. 1784), 


In the case of television receivers, it is standard practice 
for manufacturers to guarantee the picture tube for one year and other 
parts for 90 days, At one time, service was generally included in the 
selling price of television receivers, but the evidence presented to the 
Commission indicates that it is now a common practice for a separate 
charge to be made for a service policy. Some full-price retailers 
still provide free service for 90 days (pp. 624, 3698), at least on 
some lines of television (p. 703), but many retailers of television 
receivers offer the customer a choice between buying the retailer's or 
the manufacturer's service policy and purchasing the set without any 
service (pp. 659, 1785). Some small dealers who have no service 
facilities turn over service calls to service companies, who are 
service specialists and not retailers (pp. 662, 743), Although 
television manufacturers! direct factory service appears to be limited 
largely to the metropolitan areas (p. 2583), factory service depots 
are maintained by some companies in other large cities to assist 
dealers who meet problems beyond their experience (pp. *h8lS7=1825)}: 


In summary, the information pre sented to the Commission 
on the question of availability of service indicates that with regard to 
appliances, service actually required by the consumer is more 
limited in extent and nature than was asserted by a number of trade 
representatives; that some proportion of appliances rarely require 
service of any kind until after a considerable period; and that the 
service facilities of manufacturers and service companies are 
available to augment those of the retailer, at least in the metropolitan 
areas where the lowering of retailers' margins was most noticeable, 


Nevertheless there were a number of witnesses who 
argued that the large retailers who featured price reductions of 
appliances were operating on such a small margin that they were un- 
able to provide proper service under the terms of the manufacturer's 
guarantee (pp. 726, 766, 1572, 2540, 3017). There was, however, 
some conflict between these opinions and those of the large retailers 
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and of some manufacturers, The Commission heard representations 
on this subject from at least one of the larger dealers in each of 
Canada's three largest cities, In Toronto, a large retailer stated 
that when he sold any article, the price included service and no extra 
charge was made, except in the sale of television receivers, where 
an extra charge was the general rule (p, 659), The retailer 
operated a service department which even in the slack period em- 
ployed six servicemen for products on which the service was not 
provided by the manufacturer (p. 662), though it was said that 
manufacturers! factory service was available on most articles (p. 
658). In the matter of service on television sets, the customer was 
given a choice, He might pay $20 for three months' service, or $10 
for the first 30 days, or he might not buy any service at all. In the 
last case the television set would be delivered to his home and 
guaranteed to be in working order, after which the retailer would 
provide one service call free, but charge $4, 75 for each additional 
call (p. 661), Approximately half of this retailer's sales of 
television receivers were made on this last-mentioned basis (p, 663), 
Under the $10 service policy there was no fixed number of calls that 
might be made within the 30 day limit, but if too many calls were 
received, the set would be exchanged for another (p. 662). In the 
case of white goods, the manufacturers! direct service was available 
only in the metropolitan area of Toronto, and this retailer said the 
manufacturers he represented had told him not to sell outside this 
area, because they would not be responsible for service (p. 679). 
However, sales were made within a 40-mile radius of Toronto and 
the retailer himself assumed responsibility for service outside the 
metropolitan area, 


A retailer in Montreal, who sold appliances ona large 
scale with low markups, explained that he gave the customer three 
choices in the purchase of television sets: the customer could buy 
without service, he could buy the retailer's own service contract for 
$15, which entitled the customer to unconditional service for three 
months, regardless of the number of calls, or he could buy the 
manufacturer's service contract at a somewhat higher figure, in 
which case the servicing was done by the manufacturer's direct 
factory service, where this was available, or by independent service 
companies hired by the manufacturer (p. 1785), Some other products 
were not covered by any free service, and the customer was required 
to buy either the manufacturer's service contract where direct 
service was available, or the retailer's own service policy, under 
which servicing was done by an independent service organization 
hired by the retailer (pp. 1784, 1798), 


| A large retailer of appliances who appeared before the 
Commission in Vancouver claimed to have the best service depart- 
ment in that city (p. 3158), He delivered major appliances free 
within a hundred-mile radius of Vancouver, and beyond that distance 
only the extra freight was charged. Small appliances were mailed to 
any point in British Columbia for a 50¢ shipping charge (p. 3160). 
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Appliances such as automatic washers were installed without charge 
within the hundred-mile radius, and beyond that a refund was made to 
the customer to cover the cost of installation, which might be $12 or 
$15 (p. 3161). Free service was provided for a fixed period by this 
retailer on all appliances except television, for which a separate 
charge was made (p. 3159). This, he said, was now the practice 
throughout the United States and Canada, He argued that 42% of his 
business consisted of repeat orders, which proved that the service 

he provided was considered by his customers to be satisfactory, 


In the face of these statements and those of a number of 
other large retailers of appliances, it would be difficult for the 
Commission to conclude that those retailers who operate on narrow 
margins are in fact misleading the public by failing to perform the 
essential services which customers have been led to expect, In 
this connection, a member of the delegation representing the 
Canadian Electrical Manufacturers Association said that most dealers 
advertising at reduced prices gave pretty good service in the large 
metropolitan areas (p. 961), and in the representations made by the 
Northern Electric Company Limited, it was said that under present 
conditions, the last thing the price-cutter would eliminate was the 
servicing of appliances, because this would strike home to the con- 
sumer first (p. 1570), The Canadian Association of Consumers 
stated that very few complaints had been received by the organization 
about servicing in the electrical appliance field, and most of these 
that were received related to implied service in the purchase of 
television receivers. It was suggested that if there were serious 
shortcomings in regard to service generally the Association would 
quickly have heard of them (pp. 1748, 1770). 


A number of witnesses argued that a second way in which 
the consumer was detrimentally affected in this matter of service was 
that the traditional type of appliance retailer could not remain com- 
petitive while continuing to supply service. For example it was 
argued by one witness that cut prices precluded the possibility of 
adequate service by "'legitimate" dealers who had tomake some price- 
cuts to meet competition (p. 730), and in other repre sentations that 
customers looked unfavourably on merchants who failed to meet 
competitive prices, but that where there was too small a markup, 
“service could not be given (p. 2660), Several witnesses referred to 
service departments being a direct charge against the business of the 
firm, or they referred to the larger markup required to provide 
service (pp. 623, 1635, 2458), Other expressions of opinion referred 
to some of the more intangible aspects of service, For example, one 
witness said that established dealers had always to consider their 
reputation with customers, while price-cutters were transient 
sellers and did not have to be concerned with this (p. 557). Another 
said that low markup retailers in large cities were taking customers 
away from dealers in small towns who had educated the customers and 
needed a wider margin than large volume retailers (p. 987). 
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In view of the fact that representatives of consumers did 
not report buyers! complaints about inadequacy of service, it 
would not appear that any lack of essential service facilities had been 
experienced so far, That adjustments may be made in the nature of 
services offered by retailers without separate charge is not unlikely, 
Many instances of this kind may be found in lines of retailing other 
than the distribution of electrical goods, It may also be the case that 
retailers will have to appraise their service operations much more 
closely and decide to what extent they are warranted in maintaining 
customary service functions and facilities, Adjustments of this kind 
must be expected in a dynamic economy, as the buying public by its 
patronage indicates the nature of the services it wishes to have, It 
appeared to be the general opinion that, for some years after the end 
of the war, entrance into the appliance business was relatively easy 
and that in most cities there had been a substantial increase in the 
number of appliance dealers. A rapidly expanded trade would be 
subjected to a test by the change from a sellers! to a buyers' market, 
but there was no indication that such changes in numbers were 
occurring as to create any real difficulty for consumers in finding a 
convenient store, It is possible that some retailers have discontinued 
handling appliances, but this is not likely to create any appreciable 
gap in the service facilities available to consumers, Again it would 
seem that it is primarily in the metropolitan areas, where the 
greatest number of alternatives is available to customers, that full- 
price retailers have been most affected by price competition, 
Furthermoxe, if need for additional service should arise in the future 
there would not appear to be any reason why this need would not be 
met by the growth of specialists in the service field or by retailers 
emphasizing service, Similarly, with regard to the argument that if 
retailers should discontinue selling appliances the consumer would be 
inconvenienced by having to go out of his own neighbourhood to satisfy 
his needs (p, 3016), it would be expected that if there were enough 
consumers willing to pay extra for the convenience of neighbourhood 
service, there would be no reason for the retailers to discontinue 
handling appliances, 


When the question was posed in the course of the hearings 
to witnesses from the trade as to whether or not the consumer 
should have the right to choose between one retailer offering limited 
service and a low price, and another retailer offering more 
extensive services and a higher price, a number agreed that this 
should be his right, though it was arguedit would involve a number of 
difficulties (pp. 3538, 3692). Only one witness said that the con- 
sumer who wanted to take a chance by buying without service should 
be protected from making this decision because he knows nothing 
about appliances (p, 620), Even this witness did not really wish to 
deny the public the right to buy at a low price with no service, but 
thought the result would be disastrous if all retailers sold in this way, 
because he felt that public confidence in appliance retailers was 
already low and presumably would go lower if no free service was 
available, even though the customer knew the price he had paid did 


{ 
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not entitle him to it (p. 627). Similarly, another witness argued that, 
if the practice of offering goods with or without service became 
common, chaos would be the result, because the consumer would 
always choose to buy at the lower price which did not include service, 
without thinking of the time when service might be needed (p. 3701). 
Others suggested that the product and the services incidental to its 
sale and operation form an integral part of the commodity which should 
be inseparable in any sale, It was contended that this argument had 
force with respect to television receivers because the public was so 
insistent about service, and because there were so many things which 
could upset the operation of a television set (pp. 747, 930), Neverthe- 
less, it is in this field that the most marked steps have been taken to 
provide separate service contracts for buyers, 


Another witness argued that limited service was practical 
only in metropolitan areas, where, because of the large market, 
advertising power might enable a dealer to ignore service, whereas, 
in a smaller town, a dealer who got a reputation for poor service 
could not operate successfully (p. 3708). 


It was argued by The Ontario Association of Radio- 
Television & Appliance Dealers Inc, (p. 748), among others (p. 774), 
that the manufacturers of appliances should introduce new dealer 
franchises which would require retailers to provide a minimum amount 
of service and creative selling effort, The Association also indicated 
that it thought manufacturers should require dealers, when they 
advertised, to inform the public whether free home service was 
provided with the purchase of television receivers (p. 746). If there 
should be cases of misrepresentation about the service that a dealer 
provides in connection with the sale of a particular manufacturer's 
product, or if a dealer should fail to provide the type of service that 
a manufacturer considers necessary to secure the effective distribution 
of his product, the withdrawal of the manufacturer's franchise might 
be an effective remedy. There would appear to be nothing in the 
legislation banning resale price maintenance which would preclude 
such action if taken for these reasons alone, Representatives of 
manufacturers, however, thought that there would be many 
difficulties in applying such a remedy. Manufacturers were doubtful 
that they still had the right to refuse to supply dealers who were not 
providing proper service (p. 740). It was argued by several witnesses 
that the manufacturer was not in a position to deal with retailers who 
used fraudulent advertising or failed to provide necessary services, 
because it was difficult to prove that advertising was misleading or 
that service was inadequate, and a manufacturer who refused to supply 
a retailer on these grounds would likely be accused of withholding 
supplies because the retailer was cutting prices (pp. 470, 773, 960). 
References were also made to the cost of investigation and the 
possibility that withdrawal of a franchise would involve the manu- 
facturer in a prosecution which would not only be costly, but in which 
the result might be uncertain because the new legislation banning resale 
price maintenance had not yet been interpreted by the courts (p. 963). 


= b2n= 


Undoubtedly there would be problems involved in any course of action 
manufacturers might take to maintain standards of service and 
promotion which they considered satisfactory on the part of dealers, 
It does not appear to the Commission that the difficulties which were 
described would prevent manufacturers from taking action in situations 
of a flagrant kind involving misrepre sentations or lack of service, In 
this connection some members of the Canadian Electrical Manu- 
facturers Association indicated that they had in fact cut off supplies to 
retailers for reasons other than their pricing policies, since the 
prohibition of resale price maintenance became effective (p. 966). 
Difficulties of another kind were mentioned by two witnesses who 
pointed out that frequently there was no direct connection between the 
manufacturer and the retailer, who might receive his supplies through 
a distributor, and that disciplinary action taken by a manufacturer or 
distributor against a retailer, for shortcomings in connection with the 
sale of one product, might result in the transfer of a large part of the 
retailer's purchases to another supplier (pp. 471, 963). Finally one 
retailer said that the problem could not be solved by the manufacturer 
insisting on a certain level of service or honesty in advertising, be- 
cause the retailer would not stand for the manufacturer telling him 
what to do with goods the retailer had purchased, The retailer had 
only accepted dictation from the manufacturer on price, when resale 
price maintenance was practised, because it was in his interest to do 
so (p. 3740). 


Representations were also made to the Commission about 
the decline in the service available to the public in the hardware trade 
as a result of the price-cutting of certain products, The kind of service 
referred to, however, generally did not relate to products subject to 
active price competition but rather to a general accommodation which, 
it was argued, was provided to customers by hardware retailers, It 
was said that local hardware and appliance stores rendered many 
services which could not be furnished by larger outlets - they gave free 
advice on repairs and decorating, supported community charities and 
other community activities, and the like (p. 3015). It was argued that 
large volume sellers, such as supermarkets, whose chief interest was 
in other trades, did not provide the service of stocking a wide variety 
of hardware products, which was one reason why they were able to 
sell fast moving articles at less than the normal markup (p. 458). 
Hardware dealers on the other hand were obliged to carry as a service 
odd sizes and types of articles on which there was no actual profit, and 
it was argued that anything which threatened hundreds of hardware 
dealers must be suspect, because they provided this service which was 
not available from the mass market organizations even in those 
communities which were large enough to support them (p, 1642). It 
seems reasonable to believe, however, that where there is a demand 
for such service, there will be no likelihood of the existence of such 
dealers being threatened. Where the public does not regard the 
service as useful enough to be willing to pay for it, a change in the 
methods of operations of some hardware dealers may be required, It 
was also argued that higher prices than those now current would have to 
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be charged by hardware retailers, for supplying service on those 
items which involved service, if other merchandise came to be 
handled on a low markup basis (p. 3737). If, in the past, some 
hardware items have been carrying higher margins in order that extra 
services relating to other lines or general services might be provided 
without charge, and if, as a result of competitive forces, these items 
no longer provide wide enough margins to support these extra 


services without charge, it is difficult to see how the public can be 


detrimentally affected if those who use the services now have to pay 
for them, while those who buy the items which formerly carried the 


wide margins now enjoy lower prices, 


In connection with the sale of cigarettes, it was also 
argued that full-price retailers provided numerous services, such as 
convenient locations, evening sales, wider ranges of stock, including 
smoking accessories, advice on tobaccos, credit, delivery, etc., 
which would be lost to the public if other retailers were to be permitted 
to continue to sell cigarettes at lower prices, Again, the Commission 
sees no reason why any of these services would be lost which the public 
demonstrates it really requires, by being prepared topay for them, 


_(e) Development of New Products and Other Aspects 


It was argued by a number of trade representatives that 


the Canadian consumer would not now be enjoying his present standard 
of living if loss-leader selling, or simply price-cutting, resulting 


from the abolition of resale price maintenance, had existed over a 


long period, because the creative selling and promotional effort 


necessary for the introduction of a new product would not be undertaken 
by retailers, if they had no assurance that the business would not be 


taken away from them by another retailer selling at lower prices, once 


the product had gained general public acceptance (pp. 851, 906, 3662), 
This it was said would discourage the manufacturer from undertaking 
the necessary capital expenditures for the development of new 
products, since he would be unable to obtain from dealers the pro- 
motional effort necessary to ensure widespread distribution (p. 906). 
It was also argued that because of price-cutting on certain lines, the 
average retailer's margin of profit had become sonarrow that he had 
had to reduce expenses in all his operations, which further dis- 
couraged the promotion of new products (p. 915). Support for this 
view was claimed from the fact that in the United States, in 1953, 
56.4% of all washers sold were automatic, whereas in Canada only 
12.3% were automatic, and that automatic dryers accounted for 19.3% 
of washer sales in the United States but only 5.9% in Canada (p. 1066), 
It was conceded, however, that the automatic dryer was introduced 

in Canada later than in the United States, but the possible effects of 
the higher levels of income in the United States, the mass production 
for a much larger market and the widespread price-cutting reported 
to exist there, were not explored, Another witness suggested that 
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there had been no price-cutting on automatic clothes dryers, auto- 
matic dishwashers, or garbage disposal units, because these products 
had not yet gained widespread public acceptance (p. 915). However, it 
was indicated by other witnesses and in material received by the 
Commission that such products were being sold by dealers operating 
on low markups, 


A further argument put forward was that price-cutting 
retailers did no educational sales work whatsoever, but made it 
difficult if not impossible for conventional retailers who had performed 
this function in the past to continue in business (p. 928). The typical 
pattern was said to be that when a new product gained sufficient 
public acceptance and was taken up by low markup retailers, there was 
a certain stimulus to sales, but then total sales volume dropped off as 
other retailers declined to continue the promotion of the product (p. 
3662). In the opinion of those holding this view the effect of loss- 
leader selling was to penalize a manufacturer for having done a good 
job in the promotion of a new product, because a product had to be 
well known and widely accepted to be useful as a leader (p. 922), and 
one witness said that a manufacturer could not be expected to repeat 
the work of research and promotion which had gone into earlier 
products, such as that described for the electric floor polisher, 
because he would be unable to get adequate dealer representation to 
secure the successful distribution of a new product (p. 3725). On the 
other hand, one witness, without naming the source, cited the follow- 
ing extract from the report of what was said to be a well known 
appliance manufacturer (pp. 3801-3802): 


"During 1953 a number of advances were made in the 
design and production of electrical appliances. Among them 
were improvements in induction and brazing, spectrographic 
analysis of materials, the application of stress analysis to 
component parts and electrical machines and better technical 
understanding of the performance of bearings and their 
lubrication. 


Developments in engineering are primarily sparked by a 
need for maintaining SALES, Protect industry with barriers, 
control prices and perhaps many a Company would not feel 
justified in making such gigantic efforts to improve their products 


and to inaugurate new innovations and to launch costly research 
programmes, '' 


What is being considered at this point is whether com- 
petition in price at the retail level retards the introduction or 
development of new products to the disadvantage of the consumer, It 
was generally admitted by those who feared disadvantages of this 
kind that such fears were fears of anticipation for the future, as there 
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had been no measurable consequences of this sort up to the present 
time. These fears appeared to be based to a considerable extent on 
the need for and successful use of dealer promotion in the period when 
the first household electrical appliances began to be distributed on a 
wide scale. The arguments, it seems to the Commission, fail to give 
sufficient weight to the much larger role the manufacturer now plays 
in the promotion of his products, and to the likelihood that this role 
will become even more important. Reference has already been made 
to the paper delivered by Professor R, S. Alexander at the December, 
1954, meeting of the American Marketing Association, As Professor 
Alexander was speaking of conditions prevailing under the fair trade 
laws in the United States it is significant to note that even with the 
protection of such laws, Professor Alexander considered that the 
retailer's part in the promotion of branded lines is diminishing as 
indicated in the following extract: 


"The manufacturer has taken over and now performs the 
lion's share of the task of promoting the sale of his product and 
he is constantly assuming a larger portion of it, Practically 
all national advertising is directed to this end, By means of 
television the producer is able to bring his merchandise into the 
consumer's living room and in pictures demonstrate how it works 
and the benefits it can bestow on the viewers. A few evenings 
spent before the screen will convince even the most skeptical 
of the extent to which and the assiduity with which he does this. 
In addition, the manufacturer has found that if he is tohave his 
product featured in local advertising, he must take the lead in 
bringing this about and must pay most of the bill for doing it, 
Much of this national advertising in local media also features 
the name of the dealer, During 1952, manufacturers in the 
automotive, auto accessories, and equipment business spent 
about $60 millions in newspaper advertising as against about 
$47 millions for magazine space. Makers of household equip- 
ment and supplies spent about $14 millions in newspapers 
against $34 millions in magazines; producers of radios, TV sets, 
phonographs, and musical instruments spent about $9 millions 
in newspapers and about $10 millions in magazines, 


An almost universal complaint among manufacturers is 
that their retail outlets can be counted on for little more than 
housing minimum stocks oftheir products, supplying the most 
meagre and often unreliable information about them to inquiring 
customers, and taking orders from buyers who are largely 
motivated to purchase by the promotion work of the producer, 
One has only to follow Adventures in Shopping in Sales Manage- 
ment Magazine to realize that the retailer can be depended on to 
grant only the most rudimentary and often grudging selling effort 
to the promotional campaigns on which manufacturers have spent 


millions of dollars, It may still be true that the retailers of 


most lines of goods handled by discount houses are best situated 


to promote the sale of those articles, but the fact remains that 
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a large percentage of them are indifferent to that opportunity and 
the bulk of the real selling work must be and is being done by the 
manufacturer, "' 


In view of copies of advertisements submitted to the 
Commission and other material, it cannot be concluded that no pro- 
motional advertising was being done by retailers of electrical 
appliances, including those retailers who traded on narrow margins, 
In this connection, The Music Bar Inc,, an appliance retailer in 
Montreal, operating on an average margin of 18% on selling price, is 
said to have been told that it sells more automatic washers than 
anyone else in Canada (p. 1799), yet automatic washers were among 
the products which other witnesses referred to as examples of new 
products which were in the development stage in the matter of public 
acceptance, which could only be sold with the aid of considerable 
promotion, and which price-cutting retailers were therefore not 
interested in, With respect to the promotion of another new product, 
namely, air conditioning units, it was conceded by a representative of 
the Canadian Electrical Manufacturers Association that this was an 
exception to the rule that the prohibition of resale price maintenance 
precluded the possibility of obtaining the dealer support necessary to 
achieve public acceptance of new products, although it was argued that 
special circumstances were involved in this case, because air 
conditioning units were distributed largely through the commercial 
refrigeration field (p. 991), Nevertheless they were also being 
handled by some of the large volume, low markup appliance dealers, 
This example also suggests that, if manufacturers find difficulty in 
securing comprehensive dealer support in the introduction of new 
products, there may be other ways to secure widespread sale than the 
dealer saturation technique which some manufacturers have used in 
the past, 


It should further be recognized that as long as there is 
significant competition from imports, as seems likely to continue 
to be the case in the electrical appliance field, the Canadian consumer 
cannot long be deprived of the benefit of technological advances or 
product improvement, The influence of the promotional advertising 
carried by American magazines, radio and television programs which 
reach the Canadian market must also be an important factor in the 
creation of demand in Canada for new products, Several witnesses 
conceded that the availability of imports modified the danger of 
innovations being held back in Canada, (p. 3665) although one argued 
that the demand for a new product in Canada must still be created, 
and referred to the frozen food industry which was said to have 
developed ten years later in Canada than in the United States (p. 943), 
However, other factors than product promotion, such as higher levels 
of income, and the earlier widespread use of home freezers and 


improvements in distribution methods must have affected this 
development, 
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In addition to the effect which price-cutting at the retail 
level was alleged to have on the introduction of new products, it was 
also said to affect the quality of the distribution system (p. 1564), It 
was argued that unless a distributor could predict the markup he was 
going to get, which he could not do without resale price maintenance, 
he tended to operate along lines of extreme caution, rather than to take 
the risks inherent in progressive merchandising (p. 344), In addition 
it was argued that the price-cutting retailer could only operate 
profitably while conventional retailers were doing the necessary 
promotional work, and that when the full-price retailers had been 
driven out of business, the operations of the price-cutting retailer 
would also become unprofitable, sales volume would go down, and 
distribution and manufacturing costs would rise (p. 1535), Representa- 
tives of the hardware trade said that the use of hardware items as 
premiums or loss-leaders had a disturbing effect upon business which 
added to the costs of distribution (p. 448), Other witnesses said that 
the abolition of resale price maintenance had placed the capital 
investment of manufacturers, wholesalers and retailers in jeopardy 
(p. 1053), that there was a critical credit situation in the electrical 
appliance trade which meant that manufacturers!’ risks had increased 
and which made banks reluctant to give credit to dealers (p. 926). 

At the consumer level, however, the amount of consumer credit 
outstanding at the end of each of the first three quarters in 1954 was 
greater than at the corresponding item in 1953, Price-cutting was 
said to be discouraging investment in the appliance industry (p. 928), 
but at the same time it was pointed out that productive capacity was 


much greater than market requirements. The low markup conipetition 


of the chain stores was also said to be discouraging investment in the 
baking industry (p. 253). Several witnesses suggested that the con- 
sumer sees the immediate benefit of lower prices but may be unmind- 


| ful of the need for profitable operations, if business is to continue to 


provide the benefits of new developments in a free enterprise system 
(p. 552), It was not disputed, however, that the profits of some 
merchants had increased considerably on the basis of volume selling. 


On the other hand, the Canadian Association of Consumers 
expressed the opinion that competition in price bred inventiveness 
and ingenuity and price rigidity killed them (p. 1747), and that 
sheltering from competition usually meant sheltering from progress 
ip. 1755). 


Another alleged consequence of retail price competition in 
the sale of branded articles from the viewpoint of the general public 
interest, was the possible effect upon employment, It was argued that 
consumers, being confused by varying prices, lost confidence in the 
products affected, and consequently sales fell off and employment 
conditions were depressed (p. 253). It was argued that the competition 
of big volume, low markup retailers was being felt most severely by 
small dealers, the curtailment of whose operations would mean the 
discharge ofemployees (pp. 599, 735, 1124), Each retailer put out 
of business, it was said, meant one less outlet for the jobber, whose 
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business declined, resulting in further unemployment (p. 3017). 

Other small retailers, rather than sell at a loss, would drop price- 
cut brands, which again would lead to falling sales and cuts in 
production and factory employment (p. 4302). Some dealers, inan 
effort to obtain lines which would not be price-cut, were importing on 
an extensive scale from the United States, thus discouraging the 
Canadian manufacturer and threatening unemployment (p. 920). In 
this regard the statistics for imports tended to show that in the case of 
some lines of electrical appliances, such as refrigerators, the volume 
of imports in 1954 was less, both absolutely and in proportion to 
domestic production, than in 1953, It was urged by other witnesses 
that the country benefitted through the opportunity for persons to set 
up small businesses (p. 4304), and that a system of free enterprise 
depended upon the existence of small independent business men (p. 
1008), which was now being threatened by the prevalence of price- 
cutting. 


Employment was also said to be affected in other ways. 
One witness said that, to preserve an expanding economy with greater 
employment, it was essential to foster the introduction of new and 
improved products (p. 915). This submission is related to the question 
of product promotion and, as indicated above, there appears little 
reason to believe that new products are not now being introduced and 
promoted, despite some arguments to the contrary, Another argu- 
ment advanced by several witnesses was that the full-price retailer 
was a greater asset to the community than the retailer operating 
with a limited staff, a low markup and a great volume of business, 
because he employed relatively more people for the same amount of 
sales (pp. 599, 1604), This argument has been used on many 
occasions in the past by those opposed to the introduction of lower cost 
methods of doing business and clearly runs counter to the advantage 
gained by the public through less costly operations, whether in 
manufacturing or distribution, 


Several witnesses also argued that the low markup 
retailers carried on business in the low rental, low tax areas and did 
not assume a fair share of community responsibility (pp. 547, 1609). 
On the other hand, it was said the downtown merchants, who had to 
pay the heaviest rentals and property taxes, could not operate on the 
low margins which had become common since the prohibition of 
resale price maintenance, and it was argued that the result would be 
that buildings would become neglected, property values depreciated, 
and losses would be sustained in municipal taxes, Such arguments 
have been advanced where any new development requires adjustments 
to be made in the customary ways of doing business, and it is the 
case that if the public desires the facilities offered either by way of 
personal service or location it will support the business by its 
patronage, While some shopping areas in larger cities are being 
affected by the development of suburban shopping centres and other 
changes in buying habits, which are probably much more significant 
in their impact on trade, it seems unlikely that the advantages of 
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shopping in areas which are well served by a wide variety of shops 
will soon lose favour with large numbers of consumers, 


2. In Relation to Retailers 
(a) Effect on Consumer Goodwill and Confidence 


In an earlier section where representations as to the 
effects of price-cutting in relation to the consumer were discussed, 
many of the arguments considered really had to do with the position 
of the retailer, because any developments in consumer buying are 
necessarily reflected in some phase of retailing, In large measure, 
therefore, the representations made in regard to the alleged effects 
of loss-leader selling in relation to retailers have already been 
reviewed in the sections dealing with the consumer, To a considerable 
extent the same situation applies in the case of wholesale distributors 
and manufacturers so that it is not necessary to review in detail 
arguments already discussed and the main attention in this and the 
succeeding sections will be given to representations which introduce 
new aspects, 


The possible significance of price competition at the 
retail level affecting the confidence of consumers in branded articles, 
and the bearing this might have on the volume of purchases of such 
articles has been dealt with in the earlier section, It was found that 
among those who considered that trade in general would be affected 
detrimentally, there were some who believed that when the consumer 
was faced with price reductions he would defer making purchases in 
anticipation that prices would drop still further. On the other hand, 
there were those who were equally convinced that price reductions 
led to a rush of advance buying on the part of consumers so that 


immediate sales volume would be unduly swollen and future sales 


would be correspondingly lower in consequence, If such influences 
worked on different sections of the buying public they would obviously 
tend to balance each other, The diversity of view expressed by those 
who are directly concerned in selling to the public suggests that 
neither influence operates to establish anactual trend in buying, In 
the absence of more positive indications it seems more reasonable to 
conclude that the lowering of prices would have the effect normally 
expected of making the market wider than it would otherwise be. 


(b) Maintenance of Competitive Position 


We have already discussed arguments that a retailer who 


is faced with price-cutting competition, - 
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(i) Loses sales of the price-cut articles; 


(ii) Loses sales of other articles bought by customers 
attracted to the cut-price store; | 


(iii) Acquires the reputation of being a high price dealer, 
thereby losing customer goodwill; | 


and that his only alternative, if he is to remain in business, is to 
meet his competitor's low prices by selling at a loss, 


While price is a very important element in determining 
where a customer will shop, the Commission considers that these 
arguments constitute an oversimplification of a problem that is much 
more complex than they suggest, 


In an endeavour to secure reliable data concerning the 
actual effect of price reductions upon the sales volume of those who 
reduced prices and also those who did not, the Director conducted 
studies of a number of specific cases of price reductions in four 
different fields of retailing, in several parts of Canada, With one 
exception, these studies were made in 1953 and are fully set out in 
the Green Book, They were concerned with, - 


(i) Price reductions in the summer of 1953, ina wide range 
of drug store items, which occurred in the City of 
Montreal; 


(ii) Price reductions during the same period in many items in 
the electrical appliance field, which occurred in many 
places across Canada; ; 


(iii) Instances of price reductions in cigarettes in 1953, in the 
cities of Winnipeg and Vancouver, and in 1952 and 1953 in 


cigarettes, by two chain stores in central Canada and one 
Ontario drug store, 


The remaining study was concerned with a reduction in January, 1954, 
in the price of bread in the major chain stores in the City of 

Montreal, Full particulars of this study were presented to the 
Commission on the opening day of its hearings, May 19, 1954, 


After careful examination of all the facts disclosed by 
these studies the Commission is of the opinion that no clear-cut 
conclusions can be drawn from them concerning the effect of the price 
reductions, Generally speaking, where specific data on the point 
were obtained, sales of the articles whose prices were reduced showed 
increases, as would be anticipated. However, the amount of such 
increases varied greatly, When we look at the general sales of stores 
that made reductions we find that in some instances there was 
practically no change in total sales volume during the period of the 
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sale, while in others total sales showed increases, sometimes quite 
substantial. In one instance, appliance chain stores, total sales 
during the period of price reductions in 1953 were less than in the 
corresponding months of 1952, Where large increases occurred in 
the sales of price reduced articles, there was a marked tendency 
immediately after the end of the period of reduced prices, for sales to 
revert to or nearly to the level prevailing before the reduced price 
period, but no conclusion could be reached as to whether or nota 
store which conducted a series of such price reduction campaigns 
would gain a permanent increase in sales, 


In respect of certain questions posed by these studies, the 
Director was not able to obtain a sufficiently broad sampling of facts 
to afford reasonable assurance that a fairly representative picture was 
presented. Thus the effect of price reduction by one or a number of 
dealers upon the business of other dealers could not be fully presented 
in all of these cases, but in so far as the evidence in the studies goes, 
it shows wide variations, running all the way from no discernible 
loss to heavy loss of sales, at least during the period of price 
reductions, 


Undoubtedly other factors than price affected in varying 
degrees the situations disclosed in these studies, factors which we had 
no means or at least no adequate means of evaluating, The studies do 
perhaps warrant one conclusion, viz,, that in order to make evena 
hopefully accurate estimate of the effects that may be expected to 
flow from a given instance of price reduction, it is necessary to know, 
and make allowances for, all aspects of the competitive situation, 
including the public attitude toward price, quality and service, existing 
in the particular trade at the particular time and in the particular area 


or locality affected, 


Some further references to the bread and cigarette studies 
will be found in the chapter dealing specifically with those products, 


While the effects of price reductions vary greatly, it must 
be recognized that in most circumstances, when one retailer reduces 
prices, some adjustments will be called for in the operations of 
competing retailers, Furthermore, although there is no evidence to 
support the view that the total amount of business done has been re- 
duced as a result of price-cutting, and in fact experience and some of 
the evidence before the Commission would suggest the reverse to be 
true, there has undoubtedly been a shift of business in some lines, 
within the total, towards those retailers who emphasize the price 
appeal, Without question this has created problems for certain 
other retailers, In addition to several considerations which have 
already been discussed, other representations were made to the 


Commission in this connection, 


One retailer said that the competitive difficulties of many 
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appliance retailers arose from the fact that, instead of passing on to 
the consumer some of the benefit of greatly increased post-war 
volume, they had insisted on keeping retail prices high (pa 777). Phas 
was a very different argument than that generally advanced, with 
special reference to the appliance trade, that those who were selling on 
narrow margins were trading on the work done by other dealers, In 
support of this latter argument some witnesses contended that, where 
retailers performed all necessary functions, the cost of doing business, 
even by the most efficient retailer, could not diverge from the average 
by more than a few percentage points (pp. 1562, 2588). 


With respect to this question of how much variation there 
is in the cost of doing business in the appliance field, the Commission 
was referred to the information published by the Dominion Bureau of 
Statistics under the general heading ''Operating Results and Financial 
Structure" for various types of retail distributors and to the relatively 
limited variations in the average operating results given for different 
volume-of-turnover categories in these publications, At the request of 
the Director of Investigation and Research, the Dominion Bureau of 
Statistics made a special compilation, using the same returns which 
had been employed to determine these averages, for independent 
household appliance and radio stores, showing the range of operating 
results which they represented. The variations are shown by means 
of the quartile points, The lower quartile is that point below which 
one quarter of the total number of returns lies, and the upper quartile 
is that point above which one quarter of the total number lies, The 
mid-quartile divides the group into two equal parts and is the same 
as the median, Since separate tabulations were made for each factor, 
that is gross profit, total operating expenses and net operating profit, 
the figures given for the quartile points in the table below donot 
necessarily relate to the same stores in each case, 
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Table 7, - Operating Results of Unincorporated Appliance and Radio 
Stores, 1952 


Lower Mid- Upper 
quartile quartile quartile Average 


Owned (34 Stores) 


Gross Profit 2a 25h 3270 26,8 
Total Operating 

Expenses Loe L629 ag Fd ee 
Net Operating 

Profit 278 8. 1 11,8 pace! 


Rented (44 Stores) 


Gross Profit 2228 Pej ane 3055 26.8 
Total Operating 

Expenses 14, 3 DPS 2958 iid 
Net Operating 

Profit 13 8, 1 Liss Pe, 


Because the survey on which these figures are based requested inform- 
ation as to profits, the data could be obtained from retailers only ona 
voluntary basis and therefore may not provide a strictly accurate 
representation of ''normal'' operating ranges, More important is the 
fact that in compiling the above table proprietors' earnings were 
omitted from operating expenses and included in net profit, so that 

the larger the business the higher was the prqortion of labour 
expenses included in total operating expenses, Conversely, prop- 
rietors' earnings generally form a larger proportion of net operating 
profit for a small store than for a large one, Again, the averages and 
range figures were not weighted by sales, so that a small store carried 
as much importance as a large one, In spite of these limitations, 
however, since the figures given exclude extremes at both ends of the 
range, it can be said that they do not support the view that differences 
in the cost of doing business in the electrical appliance field are 


ordinarily very small. 


The representations made to the Commission suggest that 
there is some feeling particularly on the part of retailers of appliances, 
that the introduction of flexibility in prices at the retail level resulting 
from the abolition of resale price maintenance, favours the department 
stores as against independent retailers, despite the fact that the over- 
whelming number of situations involving price-cuts about which 


complaints were made to the Commission, related to sales made by 


independent retailers who were operating on low margins with high 


volume, Some modification of this last statement is now required, by 


reason of information furnished to the Commission that since August, 


1954, at least one very large department store organization has 


conducted extensive ''sales'' of certain appliances at greatly reduced 
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prices, A statement was quoted to the Commission on several 
occasions, which had been made by the President of one of Canada's 
leading department store chains, to the effect that the prohibition of 
resale price maintenance was a serious threat to the business of many 
small retailers, whereas his own company was not affected to any 
great extent because it had developed many brands of its own, It 

was therefore argued that the ban on resale price maintenance dis- 
criminated against independent merchants, who relied on the stability 
in price of branded goods, without affecting the business of those who 
sold private brands (p. 2644). It was argued that prior to 1952, the 
small dealer had no difficulty in competing with the large department 
stores, because he was selling national brands and could claim to be 
offering better quality (p. 757). 


A number of witnesses, however, took exception to this 
argument, One retailer of appliances argued that because resale 
price maintenance required them to sell at the same prices it was 
impossible for small retailers to compete successfully with depart- 
ment stores, on account of their prestige, their easy credit terms, 
their daily advertising in the newspapers, their 40 or 50 floor 
samples, etc. Now, it was contended, the department stores found 
it so difficult to compete with well run independent stores in the sale 
of nationally advertised lines that they were placing increasing 
emphasis upon their own private brands (pp. 1791, 1799), Another 
witness pointed out that in the United States some department stores 
found that they had been acting as show rooms for independent dis- 
count houses and in some cases had discontinued their appliance 
departments (p. 3113). In adher representations it was contended that 
the smaller merchant, with lower overhead and greater resourceful- 
ness, could give lower prices to the consumer, particularly in the 
electrical appliance field (p. 3771). In the sale of such things as 
furniture, carpets, rugs, chinaware, and household utensils, it was 
said, large retailers had an advantage, because large assortments of 
colours, styles, sizes and price ranges had to be carried; early 
buying, months ahead of sale, was necessary; heavy financing was 
required; warehousing, trucking and credit facilities were essential; 
and specialized buyers and executives with high salaries were needed. 
On the other hand, in the sale of electrical appliances, there was a 
much more limited assortment, delivery from the supplier was 
excellent, no expert buying was needed, and it was argued that the 
consumer knew that a branded television set, for example, was the 
same thing regardless of where it was sold (p, 3806). In the sale of 
electrical appliances the big retail store was at a disadvantage on 
account of its heavy overhead (p. 3808), 


It was similarly evident in the representations made to 
the Commission that there is a feeling among some retailers that the 
abolition of resale price maintenance and increased price competition , 
give an advantage to certain types of chain stores, particularly the 
grocery chains, This might be true if the chain stores were the only 
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retailers to emphasize rapid turnover on low margins, but as 
indicated in Chapter III, 1., (b) this is far from being the case. The 
development of the Independent Grocers! Alliance and other group 
buying organizations demonstrates how alert many retailers in the 
grocery field are to the possibility of adopting improved methods of 
operation, which enable them to compete successfully with the grocery 
chains, The Retail Merchants! Association of Canada (Saskatchewan) 
Incorporated, in its joint brief with the National Foods Division of The 
Retail Merchants Association of Canada Inc., pointed out that because 
smaller operators in the food field could not successfully promote 
private brands, their best defensive weapon in competition with the 
chain stores was that of matching the prices of the chain stores' 
private brands with similar prices for nationally advertised brands of 
the corresponding items, even where at times this led to selling at less 
than laid down cost (p. 4190). 


Representations repeatedly made to the Commission 
alleged that loss-leader selling or price-cutting had already driven 
many retailers of appliances, hardware, food and cigarettes out of 
business, and that unless steps were soon taken to limit price 
competition the existence of substantial additional numbers would be 
threatened. 


In connection with the sale of electrical appliances, one 
witness said that the decrease in the number of appliance dealers 
began only when resale price maintenance was prohibited (p. 520). 

Another pointed out that those retailers who operate on low margins 
can do so only because they have built up a large volume of business, 
but that if all retailers attempted to follow suit, a great proportion of 
them would have to go out of business, since the business available 

would not provide sufficient profit at low margins to maintain them all 
(p. 2791). An official of R, C. A. Victor Company, Ltd. , stated that 
the Company had experienced, during the period of approximately 
12 months prior to the hearing (June, 1954), ten times as many 
bankruptcies among its dealers as the yearly average of the five years 
immediately preceding this period, The increase in the number of 
failures was attributed to competition which had forced the now 
bankrupt dealers to sell on gross markups not adequate to meet their 
operating costs (p. 1811), Without giving the source of the informa- 
tion, the Canadian Sporting Goods and Cycle Association alleged that 
failures among radio and appliance dealers had increased between 
1952 and 1953 by 117% (p. 548), and argued that unless steps were 

| taken to confine competition to "salesmanship, honest advertising, 

presentation of product, premises, etc. ' the smaller retailer 

would be eliminated (p. 555). The following figures attributed to 

Dun & Bradstreet, and said to cover radio and appliance dealers 

in Canada, were quoted by the Canadian Electrical Manufacturers 


Association (p. 912): 
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wear Failures Liability 
1950 Lt $ 90,000, 00 
1951 oe 387,000. 00 
1952 18 538,000. 00 
L953 43 25220; 000700? 


This Association argued that many independent retailers were being 
forced out of business by the competition of low markup dealers in 
the metropolitan areas (p. 911), and that the prohibition of resale 
price maintenance was one of the causes of increasing failures in the 
electrical appliance trade. However, it was conceded that other 
factors, including the influx of traders into the post-war sellers' 
market, steadily increasing competition, inexperience and incompet- 
ence, and lack of capital also played a part (p. 969). While the 
Northern Electric Company Limited admitted that the progressively 
increasing number of failures in the appliance business was attribut- 
able partly to general economic trends, it contended that ''predatory" 
price-cutting was also a factor (p. 1590). A representative of the 
Canadian Wholesale Hardware Association said that while there had 
probably been too many retailers in the appliance business, the 
number of failures was ''more than commensurate with the number of 
appliance dealers who could conceivably operate profitably in the 
field" (p. 524). Another witness argued that under resale price 
maintenance it would not have mattered if a large number of people 
had gone into the appliance business after the war because they would 
have been able to survive (p. 3070). Some differing opinions however 
were also expressed. For example, one witness said that some 
retailers in the appliance field were not doing very well, owing to 
lack of experience, inadequate financing and tightening credit, and 
some should not have been in the business in the first place (p. 712). 


The threat of increased failures among retailers in the 
hardware trade was also largely ascribed to the prices at which 
electrical appliances were being sold, although the increasing use of 
hardware items as premiums, by manufacturers in other fields, was 
also said to be a factor, The Canadian Retail Hardware Association 
expressed the opinion that the reason the Dominion Bureau of 
Statistics figures on commercial failures did not support the view that 
loss-leader selling was forcing hardware retailers into bankruptcy 


was that the practice had not been in use over a long enough period to 
be reflected in the statistics (p. 3712), 


With regard to the sale of food products it was argued by 
one witness that resale price maintenance was nece ssary to prevent 
small businesses from going bankrupt (p. 2472) and that the existing 
ban on resale price maintenance was an open invitation to powerful 
organizations to destroy their weaker competitors (p, 2473). In 
other representations it was argued that the intention behind loss- 
leader selling was to destroy competition, not merely to increase 
sales in the loss-leading store, and while the retailer employing 
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loss-leaders might gain in swles, this would only result from 
eliminating another retailer (p. 3513), 


Perhaps it should be noted that it has generally been 
considered that resale price maintenance played a less important 
part in the grocery field than in some other branches of retail trade, 


| Several witnesses argued that large numbers of retailers 
| of cigarettes were threatened with failure as the result of the 

_ competition of chain food stores particularly, The Retail Tobacco 
Association of the Province of Quebec alleged that cigarette sales 

in chain food stores increased by 400% in 1953, as compared with 
1952 (p. 1220), and argued that thousands of small retailers who 
handled cigarettes were threatened with bankruptcy because these 
chains were selling cigarettes as loss-leaders, It was said however 
that there were many individuals engaging in the cigarette business 
such as operators of barber shops, shoe shine parlours, watch 
repair establishments, taverns and restaurants who did not belong in 
it (p. 210). The Toronto Retail Tobacconists Association also 
alleged that the chain stores had reduced the price of cigarettes to as 
low as $2.99 for a carton of 200, and claimed that of the 176 original 
members of the Association, more than 70 had changed their stores 
and sold out, during the past year (p. 411). The Province of Quebec 
Wholesale Grocers! Association expressed the opinion that the chain 
stores were not selling cigarettes as loss-leaders, but argued that the 
effect was the same, because the chain prices were so low that in- 
dependent merchants could not meet them (p. 4320). What the 
Association objected to was price-cutting which drew consumers to 
different channels of distribution at such a rate that the small 
independent merchant, whether or not he was efficient, would be 
unable to survive (p. 4319). On the other hand, another witness 
expressed the view that small retailers who handled cigarettes were 
not often forced out of business, because their overhead was low and 
because they sold other types of merchandise in addition to cigarettes. 
In his view the only result of price-cutting of cigarettes was that the 
earnings of these small retailers were reduced (p. 3817). 


Statistics on failures in Canada are available from two 
sources, the reports of the Dominion Bureau of Statistics and 
information compiled by Dun & Bradstreet of Canada, Limited, . The 
figures from these two sources, which are shown in the tables in this 
section, are not compiled on the same basis and thus show variations in 
different periods. The Dun & Bradstreet figures include some 

failures which do not come under the bankruptcy or insolvency 
| legislation, which legislation is the basis for compilation of the figures 
given by the Dominion Bureau of Statistics, On the other hand the 
Dominion Bureau of Statistics includes a large number of cases which 
are technically failures under the bankruptcy legislation but which are 
not rated by Dun & Bradstreet as commercial failures. The following 
table is compiled from figures published by Dun & Bradstreet, In 
addition to retail trade, it embraces many other fields of business, 


= 138 
Table 8. - Rates of Industrial and Commercial Failures in Ganada 
and the United States 
1900-1954 


Failure Rate per 10,000 Concerns Failure Rate per 10,000 Concerns 
Failure Nate per iv ee eee TTT 


Year Canadas united Seates e} Year Canada United States 


1900 140 92 1927 125 107 
1901 145 90 1928 120 108 
1902 116 93 1929 128 104 
1903 101 94 1930 152 121 
1904 125 92 1931 143 133 
1905 132 85 1932 161 153 | 
1906 113 77 1933 138 101 
1907 nee 83 1934 90 61 
1908 145 108 1935 78 62 
1909 123 87 1936 71 48 
1910 104 g4 1937 55 46 
1911 104 88 1938 58 61 
1912 99 99 1939 © 70 
1913 119 99 1940 64 ba 
1914 194 110 1941 49 55 
1915 110 ee 1942 36 44 
1916 114 100 1943 11 16 
1917 17 80 1944 7 
1918 62 58 1945 6 4 
1919 54 38 1946 7 2 
1920 73 49 1947 15 14 
1921 159 102. 1948 23 21 
1922 228 119 1949 27 on 
1923 195 94 1950 a 34 
1924 148 101 1951 ey 31 
1925 141 100 1952 37 29 
1926 128 101 1953 44 33 
1954 _(3) 42(4) 


(1) Source: Dun & Bradstreet of Canada, Limited, 

(2) United States series based on information published by Dun & 
Bradstreet, Inc,, New York, as reported in the Statistical 
Abstract of the United States (U.S, Department of 
Commerce), Beginning in 1933 real estate and financial 
companies were excluded from failures, to bring the 
failure record more nearly in accord with the types of 
enterprises covered in Dun & Bradstreet's estimate of the 
total number of concerns in business, Beginning in 1939, 
voluntary discontinuances with loss to creditors, and small 
concerns forced out of business with insufficient assets to 
cover all claims, were included with other types of 
failures previously recorded, 


(3) and (4) - see next page 
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Footnotes to Table 8, continued 


(3) Not available. 
(4) Dun's Review and Modern Industry, 


The average annual failure rate since 1900 in Canada was 95 per 
10,000 concerns and in the United States was 74 per 10,000 concerns, 
The difference between the average rates for the two countries is 

not regarded as important in considering the trend from one period to 
another, It is rather that the general movement in the rate of 
failures tends to be the same in the United States and Canada and very 
often the high or low points are shown in both countries for the same 
year. The most noticeable variations shown in the table are those 
reflecting economic developments resulting from two world wars and 
business depressions, but the figures for recent years indicate that 
the problem of adjusting to conditions of a competitive market has 
become more of a factor, as the sellers! market of the Second World 
War and post-war period came to an end anda buyers! market took 
its place. The Commission has noted, however, that even in 1953, 
‘the failure rate in Canada was considerably below that of the Phere 
period and less than half the average failire rate since. 190G, 


Because of the extremely small number of failures which 
occurred during the period when business was subject to wartime 
controls, the increase in commercial failures during recent periods 
‘is often compared with the very low figures of the war period, rather 
than with the number in other periods when business was not being 
regulated, In 1954, the failure rate was rising above that of 1953, as 
noted by the Financial Post of April 17, 1954, which commented 
thereon as follows: 


''Business failures latest eight weeks number 288, com- 
pared with 154 in same period last year (Dun & Bradstreet of 
Canada). Continues slow but steady rise of failures over last 
few years, Still represents nothing alarming in proportion to 


our record business population, "' 


/ (1) An article in the Manchester Guardian of January il, 1984, 
states that the number of bankruptcies in Great Britain has 

| risen continuously in every year since the war. The number 
| of bankruptcies increased from 323 in 1946 to.2, 200 in 1955. 
although the number in the latter year was still below the 


prewar level. 


55990—11 
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The statistics of failures which have been considered so 
far relate to the entire field of business. The following table shows 
the number of failures in each quarter of the last three years in 
various fields of retail trade in Canada and the United States. In 
view of the stress put in many representations to the Commission on 
the absence of resale price maintenance as a principal factor inthe 
increase in the number of failures in retail trade in Canada, it may 
be recalled that legislation in 45 States in the United States permits 
manufacturers to engage in the practice of resale price maintenance, 


S21 wie. She “79 310 7 Simin Weal: POT 66 96 Pel 66 ssutystuiny pjoyesnoy “einjtuing 


6L1 OLT O0€Z 622 OcT SFI cSI 491 SOT S¢T OF! L81 jareddy 
IS SP CV £G 6€ eS Be 6€ Be ee OF SE estpueyoiepyy [ertoeuar) 
~ - - - - - - - - ~ . ~ Sa10jg Je19UanH ‘satjddng wieyq 
F792 872 GSZ LSZ2 GP 002 Coe 902 te Ed thc LYZ 9F72 Spooy 


EC: SOA eat: aM) Ee aa & FE rh a it Bs 


691 6€T 991 FIZ Hite -6Er €2T 9€1 G6 18 hed O21 1210] 
OI rT rI ST Gi val ST ZI 9 v LY 6 12410 11V 
€ Z € fs T € T Z T I € € ss8niq 
. TZ El rI 8z O€ 91 ig rl 91 OT ST II sjueineysoy 
= rAS 82 ST te 92 02 6T 02 al GT Z1 et syonpoig aeATJOWIOINY 
; Il l 9 6 6 6 9 i y 9 G 6 eremprey ‘syetsazey, “Spiq ‘tequin'y 
Ze €2 62 Ze 02 22 91 9 G 8 ute OI ssulystuang pjoyesnoy ‘einjtuang 
GZ 61 8z tPF LT 91 02 GZ val OT ST ST jereddy 
P 8 8 Zi 6 P G L G i 9 IT asipueyoiayw [e19uen 
P P 8 9 l OT S 8 G Zz G P SaI0jG [erauenH ‘satjddng wiey 
Be $2 BE Ze 9¢ GZ G2 I€ GZ $2 GZ 8z spooy 


Al Ill II I Al III II I Al rile Be ait I epery [fe19g 


—_——— es ———$—$——$_— 


bS6T €S61 7S6T 


55990—114 


nn 


$G6I-ZG61 ‘Staqz1eNGH Aq Sazeig peiluyQ 2y} pue epeueD UI sper [lejoy Ul Saan{ieg jo tequinN - “6 P1dPL 


———————______ eine 


*AIYSNPUT ULBPOPF pue MoatAoyY s,uNnq 
"“MOTA PY TeOTYSTJeIS S,;uUNd 


“poyUllyT “EPeues) Jo JIIITISpPesId y UNG -991I1NO0G 
Peet 497 Ostl OGFI SZ11 9601 ZOIT - €POT 652 €06 SPOIL €201 1210 
| ie 
= jr sr Get Let 76. 9Ge LOT IOl 8 66 88 98 12430 11V 
7 7P a5 LY 6€ OF 72 BZ ‘Be LI rE 92 O€ s8niq 
SE2e -8Ppz = 292 127 {17 “802 881 $31 881 ~-48T EZ E22 sjueinejsay 
Pot e@Gr. O2T . Zb1 Gey. Gel  TPr1 boo vine 2O9 16 €) sjonporg aatjourojny 
p25. 69... fo-. 72 7 ie, dG AG Le zie 8h 9F aIPMPIeH 


‘sjelzoajyep, “Splgq ‘requin’y 


(penuljaeD) SA LV LS GAALINA 


Al ITI II I it ITI II I 74g! III II I opery 1tes9e8 


bS6T ES6T ZS6T 


ponutju0n 
on a a ce Te EERE ae Ee Se 


= 8661-72561 ‘Saojzent) Aq sojeIg paliun ay} puke epEeUey Ul spery [Tejey UL seanited Jo lequinn - ‘6 21qeL 


- 143 - 


On the basis of these figures it appears that the broad pattern of 
failures in the retail trade in the two countries has been rather 
similar. Both show a gradual increase in total failures in the early 
part of the period covered, and both show substantial increases in 
1954, Also the trend of failures within comparable groups is not 
dissimilar. It must be remembered that many other factors, in 
varying ways and to different degrees, have influenced the course of 
business success and failure in the two countries, 


In the statistics of failures published by the Dominion 
Bureau of Statistics, wholesale and retail trade are grouped together, 
but narrower classifications are used than by Dun & Bradstreet so 
that information is given for more individual classes of business, The 
following table presents the number of failures by quarters for 
different classes of trade, and for manufacturing, service and other 
businesses as a whole for the period 1948 to 1954, It will be recalled 
that the legislation prohibiting resale price maintenance did not become 
effective until the end of December, 195l. 
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An examination of those classifications shown in the pre- 
ceding table, in which dealers were alleged in representations to the 
Commission to be failing in large numbers as a result of loss-leader 
selling, reveals a mixed picture, Failures among electric apparatus 
dealers showed a moderate increase in 1951 and a considerably 
greater increase since the middle of 1953, while failures in the 
hardware trade increased moderately in 1951 and have been relatively 
steady since then, and in the furniture trade failures increased 
moderately in 1951 with a further moderate increase in 1954, Failures 
in the drink and tobacco category increased in 1951 and again in 1952, 
declined in 1953 and rose again moderately in 1954, Failures in the 
grocery field show moderate increases in 1950 and 1951, anda 
further increase in 1954, In the confectionery trade there was an 
increase in the number of failures in 1950 and again in 1954, buta 
noticeable decrease in. 1953, 


In view of the general increase in failures among the 
business population as a whole and the fact that a greater number of 
failures in recent periods is shown for such trades as fish and meat, 
dry goods, clothing and automobiles, about which no allegations of 
loss-leader selling were received, it seems reasonable to conclude 
that competitive factors of a broader character, rather than the 
absence of resale price maintenance, have led to more failures in all 
branches of retail trade. 


Support for this view is found in the analysis as to causes 
of failure which are given by Dun & Bradstreet of Canada, Limited, in 
a survey based upon its own credit reports and the opinions of 
informed creditors, The report, published on May 31, 1954, covering 
failures in all lines of business in Canada in 1953, listed the 
following causes for failures of business concerns: 
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It will be noted that lack of experience, in management or 
generally, and incompetence are found by Dun & Bradstreet to be the 
principal causes of failure, It is possible that these shortcomings 
would be rendered less serious in periods when price competition 
among retailers was less active, and it may be concluded that in- 
competence and lack of experience are more likely to lead to failure 
when merchants have to adapt their operations to the conditions of a 
buyers! market, 


The Commission had brought to its attention only one 
study where an attempt was made to isolate resale price maintenance 
as a factor in protecting retailers from being forced out of business, 
At the request of the Federal Trade Commission in the United States, 
Dun & Bradstreet Inc., in 1947, prepared an analysis of drug store 
failures for the years 1939, 1940, 1946 and 1947, in those states 
which did not have ''fair-trade'' laws (i.e., where resale price 
maintenance was not practised) compared with drug store failures in 
neighbouring states which did have ''fair-trade" laws, The results of 
this study were given in evidence by Dr, John Blair, Assistant Chief 
Economist of the Federal Trade Commission, at hearings before the 
Committee on Interstate and Foreign Commerce, United States 
Senate, in 1952, 


In so far as the years 1946 and 1947 were concerned, the 
results showed that there were scarcely any drug store failures in 
any of the states during those years. With respect to the years 1939 


and 1940, the results showed that the failure rate was, in almost 


every instance, lower in states which had no "fair-trade'' laws than in 
the adjoining ''fair-trade'' states. 


3, In Relation to Distributors (Wholesalers) 


Apart from the trade in supplies for beauty parlours and 
hairdressers, which is the supplying of goods for direct use rather 
than for resale, the information placed before the Commission 
indicates only two fields in which wholesale distributors consider that 
their business has been substantially affected by the selling of goods 
at the retail level on narrower margins partly as a result of the 
abolition of resale price maintenance, These two fields cover the 
distribution of electrical appliances and cigarettes. In only one of 
them, the tobacco trade, does the information disclose that the 
changes may lead to fairly wide adjustments. 


There were alleged to be four ways in which the intensi- 
fication of competition at the retail level in the sale of electrical 
appliances, detrimentally affected the position of the wholesale 
distributor, It was argued that wholesale hardware organizations 
have lost business by being forced to discontinue selling different 
lines of electrical appliances because the retail prices had been so 
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reduced that their customers would no longer handle these lines (p. 
1653). To the extent that there has been a shifting of the sale of 
electrical appliances away from retail hardware stores, the nature of 
whose business involves a slow rate of turnover for most of the 
merchandise handled, toward retailers who specialize in the sale of 
electrical appliances and emphasize faster turnover and larger 
volume, it would appear that wholesale hardware distributors may 
not in the future account for as large a proportion of the total trade in 
appliances as they have in the past. It was also argued that loss- 
leader selling was forcing retail hardware stores out of business which 
further diminished sales by distributors, since each hardware store 
that discontinued business meant one less outlet for the jobber (p. 
3017). As indicated in the immediately preceding section, however, 
the information which the Commission has been able to obtain 
indicates that there has been no significant increase in the number of 
failures in the retail hardware business since resale price mainten- 
ance was prohibited. A third way in which the distributor's position 
was said to be affected was that, in some areas, a few retailers had 
managed to build up their sales volume to sucha size that they were 
able to tempt distributors with very large orders, in effect inviting 
them to tender on the orders; .The result was thatithe pressurejto- 
ward lower prices at the retail level was extended to the wholesale 
level (p. 79). Finally it was argued that wholesalers were losing 
accounts because manufacturers were increasing their direct sales 

to retail customers, in order to permit them to compete with retailers 
selling in large quantities at low prices (p. 552), 


A close analysis of the representations made in regard to 
the distribution of electrical appliances by wholesale hardware 
merchants indicates that the main factors about which complaint was 
made resulted from the more active competition in this field with the 
return of a buyers! market, Under resale price maintenance, with 
margins protected at each stage of distribution, there was not the 
same incentive for dealers to seek the most economical methods of 
purchasing, because they did not have to face a competitive retail 
price, Also, with the return of a buyers' market, there appears to 
have been a tendency in the case of larger appliances particularly, for 
manufacturers to deal more directly with retailers, Obviously, when 
a dealer is buying in carload quantities, direct shipments from the 
factory become the most logical form of purchase, but the trend 
toward more direct manufacturer-dealer selling has extended 
considerably beyond this type of transaction, Several members of the 
delegation representing The Retail Merchants! Association of Canada, 
British Columbia, thought that there was opportunity for further 
reduction in the spread between the manufacturer's and the retail 
price, by the elimination of what was considered as unnecessary 
duplication in wholesale distributive functions (pp... 2824;.3116, 30078 


The recent difficulties faced by the jobber of cigarettes 
have several aspects which distinguish the problems in this field 
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from the trade in consumer durable goods. The position of the 
specialized tobacco jobber is discussed, therefore, in the section of 
the report dealing with the trade in cigarettes. 


4. In Relation to Manufacturers 


(a) Maintenance of Goodwill of Consumers and Dealers and of 
Adequate Numbers of Retail Outlets 


Among the detrimental effects which price-cutting was 
alleged to have upon the manufacturer, the damage done to the re- 
putation of his products and to the consumer's goodwill toward his 
brand name were factors which were stressed in representations 
made to the Commission by manufacturers! associations and by 
individual manufacturers. The various ways in which it was contended 
the confidence of the buying public in brand names might be under- 
mined have been described in previous sections and it may be recalled 
that the ultimate effect feared from the loss of such goodwill was that 
of failing to obtain as large a volume of sales of branded articles as 
would be obtained if retail prices were maintained at the levels 
suggested by manufacturers, The Commission was not furnished 
with clearlyoestablished instances of the loss of sales resulting from 
the decline of public confidence because of price-cutting, and some 

manufacturers contended that the period of competitive pricing on 

the part of retailers had been of too short duration to demonstrate 
in statistical form the effects which were envisaged, On the other 
hand, a number of examples of price reductions on specific articles 
were given which ‘showed that buying by the public of branded goods 
had been greatly stimulated, 


The Canadian Association of Consumers expressed the 
following opinion on the question whether price reductions damaged 
the prestige of a branded product (p. 1741): 


'We doubt if this is so, at least to any significant extent, 
When a branded product gets consumer preference, 7a0Gs 
logical to believe that this choice is not predicated on price 
alone, - since non-branded articles are usually cheaper - but 
rather on its known quality or alternatively its more efficient 
promotion, It is hardly in human nature, we believe, for 
consumers to reject an article on which these two factors are 
maintained; merely because it is selling ata lower price, 
Moreover, memory of previous prices is usually short-lived 
except where the difference is dramatic - as with food now and 


thirty years ago, 


Branded goods which are frequently chosen as gifts were 
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suggested by some manufacturers and dealers as those which might 
be most likely to lose public favour if sold at cut prices, The 

Small Appliance Department of the Canadian General Electric 
Company Limited stated that such disfavour was not regarded as a 
major damage from price-cutting, but it was viewed as a minor type 
of damage, Ina recent article in the Harvard Cie ees Review, 
entitled ''What To Do About the Discount House" the following 
comments were made as to the danger of a branded product losing 
prestige because of price-cutting: 


(3) The fact that a manufacturer's product is sold by 
discount houses may cause it to lose prestige in the mind of 
the consumer, This is a threat that seems to have lost much 
of its scaring power during recent decades, Undoubtedly the 
fact that a product is sold in a cut-rate store may cause some 
consumers to whom price and quality are entirely synonymous 
to depreciate it in their own minds, This is especially true of 
articles that are bought heavily as gift items, But it is 
probably true that the great majority of consumers rely for 
quality primarily on the manufacturer's brand and only 
secondarily on the word or standing of the retailer who sells 
the product, 


The manufacturer's protection against this danger lies 
in making a good product, providing a sound and efficient 
warranty and service system, and advertising the entire 
package widely and heavily to the consumer market," 


Professor Mund!'s experience in this connection is 
cogent, When question onthe subject, he said (p, 3237): 


"In all my studies I never have found a good example of 
low markup selling or low price selling which injured the brand 
name of a branded product, I have found no examples of that 
at all, All my studies show that low prices for branded 
merchandise simply encourage people to run and get them, "! 


Various factors, such as the shortage of supplies in the 
immediate post-war period and again during part of the Korean war 
and the consumer credit controls in effect at various times, were 
referred to by manufacturers, particularly of major appliances, as 
having made it difficult to build up adequate dealer organizations, 

On the other hand, there were many indications of the rapid and 
large growth since the war in the number of stores handling house- 
hold appliances, It was suggested by manufacturers that the 
imposition of the ban on resale price maintenance, at the end of 
1951, came at a time when it would have been possible toget greater 


(1) Professor Ralph S, Alexander and Richard M, Hill, Harvard 
Business Review, January-February, 1955 
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dealer coverage, but the degree of price-cutting made possible by 
the legislation has created conditions which prevent manufacturers 
from interesting additional dealers in handling their products (p. 
956). It may be noted that, on the whole, the trade in appliances 
appears to have increased in the latter part of 1952 and that this 
expansion continued in 1953, 


In the case of refrigerators, the argument was made by 
some manufacturers that price-cutting by retailers selling in large 
volume had made other dealers unwilling to take on or to continue 
handling their products, and that this had resulted in fewer refrig- 
erators being sold than otherwise would have been the case (p. 980). 
Similar views were expressed in regard to newer products, suchas 
automatic washers and dryers, which retailers would like to handle 
but feared to take on because low markup retailers might decide to 
feature such lines and establish prices which regular dealers could 
not meet. This would mean that dealers who had persuaded the public 
as to the advantages ofthe newer appliances would not get the benefit 
of their educational work, In addition to discouraging the entry of 
new dealers, price-cutting was alleged to be responsible for forcing 
an increasing number of retailers into bankruptcy, If low markup 
retailers of appliances were to be permitted to continue to cut prices, 
more dealers would be forced out of business, fewer would be left to 
do the necessary educational sales work, and the manufacturing 
industry would decline because of inability to market new products 


(p. 928). 


Although the disappearance of dealers through business 
failure was advanced more by way of general argument, as possibly 
creating a future situation which might limit the retail outlets 
available to manufacturers, more immediate harm was seen in the 
unwillingness of dealers to continue to stock anddisplay goods on 
which margins had been reduced by price-cutting to what were re- 


| garded as unsatisfactory levels, This situation was reported by 


some manufacturers to be already apparent in the case of small 
electrical appliances. The bulk of the sales of Sunbeam Corporation 
(Canada) Limited was said to be made in anticipation of principal 

gift occasions, suchas Christmas, The Company relied on display 
in a large and wide variety of retail outlets to secure adequate 
response by purchasers, If dealers asa whole were not assured of 

a satisfactory profit they could not be persuaded to stock in advance or 
to display the product at the best selling seasons. The Sunbeam 
Company also contended that in the introduction of new products, such 
as its automatic frying pan, the best results were secured if company 
advertising could be linked with general display by all dealers ina 
particular locality. The Company gave an illustration of this 
technique in one city in the United States where, under the state 
fair-trade law, the dealers could be assured that a uniform price 


| prominently featured in the advertisement would be maintained, In 


the District of Columbia, where dealers were free to set their own 
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retail prices, it was claimed that mass support of retailers would 
not be forthcoming, because retailers whose operating costs made 
it necessary for them to seek the margin suggested by the manu- 
facturer would be afraid that after devoting their efforts to the 
promotion of the new product, they would get little results, as con- 
sumers would buy at the lower prices available at discount houses, 


Canadian General Electric Company Limited contended 
that many retailers, including some large department stores, had 
discontinued handling its products, The example was given of 
Eaton's College Street store in Toronto, which in 1949 sold 6% of 
all the Company's floor polishers purchased throughout Canada, and 
which at the time of the hearings (June, 1954) was no longer handling 
them (p. 843). (1) It was also argued that retail hardware stores 
which used to account for a substantial proportion of small 
appliance sales, had in many cases discontinued handling them or 
were not promoting them aggressively (p. 843), 


Although small appliances were most frequently referred 
to in relation to dealers refusing tohandle products when these be- 
came the subject of active price competition, major appliances and 
other products were mentioned in the same connection, The 
Canadian Electrical Manufacturers Association stated that operating 
costs of department stores exceeded 30% and that many of such 
stores refused to handle articles unless they could obtain a minimum 
margin of 33-1/3% (p. 948). (2) The Canadian Wholesale Hardware 
Association said that there was no question but that manufacturers 
had had to cut back production as a result of price-cutting at the 
retail level (p. 490). While manufacturers might benefit in the short 
run through increased sales resulting from price reductions, their 
volume would suffer in the long run (p. 535), because a reduction in 
the number of outlets would offset the appeal of lower prices in that 
there would be fewer stores in which to buy (p. 530), The B. C. 
Retail Hardware Association reported that a questionnaire sent to 
187 of the 380 independent hardware retailers in the province, to 
which 62 replies were received, showed that only 47% of those reply- 
ing still stocked major appliances, though 95% continued to stock 


(1) Subsequently the Commission was informed by the Canadian 
General Electric Company Limited that Eaton's in Toronto had 
resumed purchases of its small appliances and had featured 
some of them at low prices, Floor polishers were included in 
one sale and the number sold was greatly in excess of the 
number involved in the previous sale by Danforth Radio Com- 
pany Limited referred to in an earlier chapter of this report. 


(2) Dominion Bureau of Statistics Monthly Reports of Retail Trade 
show that department stores in Canada increased their sales 


of major appliances by 12% in 1953 compared with 1952, and by 
11% in 1954 compared with 1953. 
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small appliances, A representative of The Easy Washing Machine Co., 
Ltd., referred to an occasion when the Company reduced the price on 
certain models of washing machines in order to clear its stocks, The 
large dealers in Toronto successively reduced the price on these 
models, it was alleged, until one of them was selling below his pur- 
chase cost, Many customers and dealers consequently cancelled 
their orders, and it was claimed that as a result of this incident the 
Company lost 30 dealers (p. 1064), An indication that there may be a 
similar concern among some manufacturers in other than the appliance 
field was given by one witness who alleged, in connection with the sale 
of bread, that when a large chain store cut the price of bread in 
Winnipeg, independent retail grocers ceased to handle it because they 
found they were subject to less criticism by the public for carrying 
no bread at all than for charging a price so much higher than that 
available in chain stores (p. 3524), 


In addition to the possibility of a loss of sales volume 
because dealers seeking a higher margin would discontinue handling 
products selling with low markups, some manufacturers contended 
that the problem of marketing their products would be increased still 
further because dealers would turn to goods on which a higher markup 

could be obtained. This would encourage the sale of private brands 
and less well-known merchandise as well as that of imported goods on 
which the retailer would not be subject to the same degree of 
competition as in the sale of nationally advertised brands, Some 
reference has already been made to contrary views that retailers 
would have difficulty in supplanting popular branded articles with 
goods less well-known to the public, One witness said that dealers in 
an effort to obtain lines which would not be cut in price, were import- 
_ing on an extensive scale from the United States (p, 3018). Another 
said that, particularly in British Columbia, merchants who were 
unable to compete with the low prices advertised on some products, 
were turning to imported goods. One manufacturer stated that certain 
large department stores had discontinued selling national brands of 
washing machines, because they could not operate ona margin of 17% 
or 18% which was the level set by low markup dealers, and were 
therefore importing competing lines from the United States, and 
selling them as private brands (p. 1078). 


Although manufacturers were requested during the hear- 
ings to furnish the Commission with information as to the decline in 
the number of dealer outlets in markets where price-cutting was 
particularly in evidence and the consequent effect on volume of sales, 
the Commission was usually informed either that the developments 
were so recent that no positive evidence was yet available or that the 
goods were distributed through wholesalers, as in the case of small 
| appliances, and the manufacturer did not have records of the number 
of retailers supplied by wholesalers, In the case of Sunbeam 
Corporation (Canada) Limited it was estimated that there were 20, 000 
retailers in Canada handling Sunbeam products (p. 103), These were 
sold exclusively through wholesale distributors and the facts as 
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to changes in the number of retail dealers were therefore initially 
beyond the knowledge of the Sunbeam Corporation, In addition, since 
some of the wholesalers in Toronto, which was regarded at the time 
of the hearings as the centre of price-cutting activity, supplied 
dealers outside that area, information obtained from them about the 
number of dealers who had ceased stocking Sunbeam products could 
not be related specifically to the City of Toronto, Information as to 
value of sales would have to be similarly qualified, besides which, 
the Company did not wish to reveal to its competitors its sales 
figures in specific areas, Furthermore, Sunbeam Corporation did 
not wish to take any steps to have retailers confirm the fact that they 
had discontinued selling Sunbeam appliances, because it was hoped 
this might only be a temporary decision and that they could again be 
interested in handling the Sunbeam line, For these reasons the 
Company did not furnish the Commission with any statistics as to 
number of retail dealers or as to sales, although it was mentioned 
that at the time of the hearings the sales of the Company were still 
on the increase (p. 77), 


Some manufacturers referred to active opposition of re- 
tailers which was of a more insidious nature than a policy of unwill- 
ingness to demonstrate, promote or stock articles on which the 
retailer regarded the margin as too low, Such opposition could take 
the form of keeping the branded product in disfavour out of sight and 
of pushing a rival product, or might extend to attempts to discredit 
the branded product, Sunbeam Corporation (Canada) Limited argued 
that dealers were attempting to switch buyers! preferences by per- 
suading them that the quality of Sunbeam products had declined (p, 55). 
In these circumstances the Company could take no effective action 
to overcome such unwarranted criticism of the quality of its products, 
as it could do, by improving the quality, if there were any actual 
defects, Canadian General Electric Company Limited also argued that 
retailers who were unwilling to handle its products, while other 
retailers were selling them at low prices, made disparaging state- 
ments about them in order to sell brands which provided a wider 
margin (p, 842), Some other witnesses advanced a similar argument 
(pp. 786, 1654, 3021), Aside from the fact that it cannot be an easy 
matter to switch customers from such highly advertised and well- 
known lines as those of Canadian General Electric and Sunbeam (as 
was indicated by one witness who said an attempt had been made by 
his firm to substitute another brand for the G, E, floor polisher 
with little success because the Company was so well known and highly 
respected), it would be extremely difficult to assess the effect of 
dealer opposition of this kind because of the manner in which it would 
be expressed, It is possible that if employed by many dealers it 


might antagonze buyers and create stronger support among consumers 
for the product, 
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The effects which free competition at the retail level 
might have upon the distribution policies of manufacturers and upon 
the structure of retail trade appeared to be a matter of concern to 
many manufacturers, particularly in the field of electrical appliances, 
The fear that the changes which might be brought about by more 
active price competition among retailers might be to the disadvantage 
of the manufacturer appeared to be based on the belief that such 
changes would take place without the manufacturer being in a position 
to influence particular developments affecting the distribution of his 
own products, or being able tomaintain the system of distribution 
which he considered most effective in securing the largest sale of 
his goods, 


One development which was frequently mentioned in this 
connection was that in certain metropolitan markets the volume of 
business done by a few retailers operating on low markups had become 
an important part of the trade, Except, perhaps, with respect to 
certain large department stores such a situation represented a new 
development in the appliance field, although in other fields as, for 
example, groceries, several types of large retail organizations 
occupy important positions, In the case of large department and chain 
stores, the same organization may have operations extending over wide 


‘areas and thus be an important buyer in many districts, When in- 
dividual retailers become distributors on a very large scale a few 


accounts become much more important to the manufacturer than 
previously was the case, In these circumstances the manufacturer 


| may feel that his dealings with the large retailer may possibly be- 
| come more a matter of bargaining than the independent determination 


of the manufacturer's distribution policy, In the representations made 
by the Canadian Manufacturers! Association it was argued that it was 
a far healthier situation for the manufacturer to have a number of 
outlets rather than to be at the mercy of one (p, 75), In some large 
markets it was suggested that if one dealer was in a dominant position 


_saleswise, the manufacturer might eventually find himself dependent 


upon the efforts of that one dealer who, however, would be under no 
obligation to remain a dealer for the manufacturer and at any time 
might decide to discontinue handling his products (p. 57). Arguments 
by some other witnesses were to the same effect, For example, the 
Canadian Association of Radio & Appliance Dealers (Victoria Branch) 


said that, when a manufacturer's products were widely cut in price in 


a particular market, they ended up with one dealer who sold them in 
substantial volume, but in the process many other dealers had become 
antagonistic to the manufacturer, Such a development was not 
welcomed by the manufacturer (p, 2574). In the representations of the 
Canadian Wholesale Hardware Association it was argued that concen- 
tration of retail business would eventually lead to retail ''monopolies"' 
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which would be in a position to dictate to the manufacturer (p. 1642), 
The bulk of the refrigerator business in Toronto was stated to be in 
the hands of six retailers. These very large dealers, it was argued, 
were likely to go to the manufacturer and demand an additional 
discount under the threat of.taking up a competitive line (p,;-476). It 
was obvious that these large individual retailers were in active com- 
petition with each other, and also with other large organizations, such 
as the department stores, as wellas with the many smaller retailers, 


One argument of the Canadian Home Laundry Manufacturers! 
Association seemed to be premised upon the continued existence of 
rival dealers, rather than their disappearance, as it was contended 
that one result of price-cutting was to put excessive pressure upon 
the manufacturer for lower prices, This was the case because the 
advertising of large price reductions by some retailers led other 
dealers to demand that the manufacturer reduce his price to them, so 
that they would be in a better position to compete, It is generally 
accepted that, under a system of resale price maintenance, manu- 
facturers are less likely to experience demands of this kind, It 
would be logical to expect that, in the absence of resale price 
maintenance, retailers would become more active in attempting to 
secure the lowest possible buying prices from manufacturers or 
wholesalers, 


Several manufacturers argued that the inability to assure 
retailers a guaranteed markup made it difficult to maintain a system 
of distribution which was dependent upon having the greatest possible 
number of retailers displaying their products, Canadian General 
Electric Company Limited stated that in order to achieve low unit 
manufacturing costs it required large scale production, and that to 
dispose of the resulting great volume of products, the company needed 
to have exposure of them in a great many dealers! stores, Prohibition 
of resale price maintenance penalized Canadian General Electric for 
having done a good job in producing a well-known quality product, 
because its branded goods were being used as leaders and the low 
prices at which they were sold discouraged many dealers from con- 
tinuing to handle them, The consequent reduction of dealer outlets had 
not yet proceeded so far as to produce a loss of sales volume but 
eventually it could be expected to do so (p, 833), Similarly Sunbeam 
Corporation (Canada) Limited argued that in order to obtain volume, 
it needed a network of dealers actively promoting its products so 
that advantage might be taken of impulse buying (p, 82), 


The greater share which competition in the market now 
plays in the determination of retail prices appeared to be a matter 
of concern to a number of manufacturers, Canadian General Electric 
Company Limited said that the prohibition of resale price maintenance 
transferred the right to establish prices from the manufacturer to one 
or two retailers in each marketing area (p. 838), Another witness 
said that in any market, the lowest generally known or advertised 
price became the maximum price which meant that the price-cutter 


- 159 - 


rather than the manufacturer fixed the price (p. 1154), One result of 
this, it was suggested by another witness, was that there was a 
greater likelihood of ''price-wars'' developing, into which the manu- 
facturer might be drawn to support the distribution of his products, if 
the goods of competing manufacturers were advertised widely at prices 
well below those at which his products were offered to the public (p. 
765), Still another witness argued that the prohibition of resale price 
maintenance made it possible for any disaffected dealer to destroy 
the manufacturer's price structure by using his products as leaders 
(p. 2758), It was the opinion of Northern Electric Company Limited 
that to deprive a manufacturer of the knowledge of the price at which 
his products would be sold to the consumer, was to deprive him of 
one of the tools to determine what his scale of production should be 
and what his costs would be (p. 1551), 


The Canadian Electrical Manufacturers Association argued 
that the manufacturer of appliances incurred a large contingent 
liability in extending warranties on his goods, and he should be allowed 
to safeguard his interests by determining himself what distribution 
channels and methods he would use (p. 931). The Canadian Home 
Laundry Manufacturers! Association said that manufacturers in the 
industry needed complete freedom from any measures which might 
prevent them from maintaining retail prices or otherwise determining 
their marketing arrangements, in order to serve the public and to 
compete with imports (p. 1058), On behalf of Sunbeam Corporation 
(Canada) Limited, it was argued that Sunbeam's liberty to restrain 


dealers from reducing prices was opposed to the dealers’ liberty to 


sell at whatever prices they chose, and a decision had to be made as 
to which liberty was more to the advantage of the public (op allay)? 


The arguments that the absence of resale price main- 
tenance made it impossible for the manufacturer of branded goods to 
continue with an adequate distribution system appeared to give little 
weight to the need for adjustments in distribution methods or in 
promotional work, which must be made from time totime, When 
there are significant developments at one trade level it is only to be 
expected that some adjustments may have to be made at others, or 
that some time must elapse before the various sections in the chain 
of distribution are adapted to new conditions, In an article in Fortune 
of March, 1955, dealing with the operations of a leading food manu- 
facturer in the United States, a quotation is given from a recent 
annual report of another manufacturer of food products, which 
pointed out that manufacturers must place more reliance on advertising 
because they "can no longer expect the grocer to help ‘sell! [their] 
products to the extent he did only a few short years ago. - 


(c) Effect on Sales Volume 


Chiefly in relation to electrical appliances it was argued, 
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selling or selling on narrower margins at the retail level had had 
a depressing effect on the sales of manufacturers or could be 
expected to have this effect in the future, 


It has already been mentioned that manufacturers were 
unable to furnish the Commission with statistics as to sales which 
could be taken as clearly indicative of a decrease in the volume of 
shipments resulting from branded goods being sold at low prices, 
In certain submissions references were made to the experience of 
an individual manufacturer or to an industry in particular market 
areas, or to the trend of imports, as providing some information 
as to the results which might be produced by price-cutting, Such 
information is considered in this section with other available in- 
formation which may be related thereto, 


It was evident from copies of advertisements which 
were filed with the Commission as examples of the featuring of 
electrical goods at retail prices substantially lower than those 
suggested by the manufacturers, that in spite of television having 
so recently made its appearance in Canada, television sets were 
frequently featured in the advertisements of low-margin retailers, 
While some manufacturers and dealers were doubtful whether selling 
of this kind was broadening the market for television sets even at the 
present time, in view of the great interest of the public, the ex- 
tremely rapid growth of production certainly did not indicate any 
falling off in demand because of the availability of television sets at 
lower prices, A representative of The Radio-Television Manu- 
facturers' Association of Canada had an open mind on the question of 
the immediate broadening of the market through lower prices, but 
remained dubious as to the long run effects of price reductions by 
retailers, His comments on this point are contained in the following 
portion of the transcript (pp. 1834-1836): 


"MR, GERIN-LAJOIE: The question comes up, 
particularly after hearing the representatives of the discount 
houses, whether lower prices by the discount houses do not 
broaden the market generally speaking and call for a high 
production and higher circulation of goods -- I should not say 
‘call for', but have that as a consequence, 


MR, FINLAYSON: Again, sir, the reply will be some- 
what general, It is our view that the inclusion of any new 
method, or the extension of an old method, may have a 
temporary effect of broadening the market, but we are inclined 


to doubt if over a period of years it has any material effect 
at all, 


MR, WHITELEY: What is that? 
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MR, FINLAYSON: The question, as I understood it, was 
whether the intrusion of discount houses and cutting prices has 
broadened the market for goods, and I am trying to say that we 
are dubious as to whether the broadening is of anything more 
than an interim character, 


MR. WHITELEY: Are you dissociating that from the 
change in price? 


| MR, FINLAYSON: Yes, lamtrying to do that, What I 
/ am trying to say is, if somebody brings out a low price, and 
that thing becomes a definite and solid pattern, there may be 
something to it, but we in our industry have not had enough 
experience to say that over a period of 10 years we will, in 
fact, sell more television sets, That is what I understood the 
question was, We would not like to say it is so, 


MR, WHITELEY: I notice from advertisements that on 
occasion some initiative is taken by a manufacturer to make 
quite a reduction in regard to a particular model, Do you say 
that is not done in order to widen the market for that model? 


MR, FINLAYSON: Oh yes, but what I am trying to say is, 
we are a little dubious as to whether one can say that what is 
going on now, as I think your counsel has suggested, the 
intrusion of discount houses in the television market will 
produce a long-term broadening of the market, I will say this, 
that obviously anything that will hold down the general level of 
prices and still permit the manufacturer, wholesaler and 
retailer to make a reasonable profit will obviously broaden the 


market, 


THE CHAIRMAN: And if prices in the discount houses 
continue to be over a long period substantially lower than they 
are in other retail establishments will not that have the very 
same effect in inducing a number of people to buy who otherwise 
would not have bought? 


MR, FINLAYSON: If after a number of years a new 
pattern is established, I think the answer must be yes," 


| The following are the figures for factory sales of 
_ television sets and radio receiving sets as given in an earlier table: 
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Factory Sales 


Television Sets Radio Receiving Sets 
No, No, 
1950 29, 623 758,619 
1951 39,185 STA NCoe 
1952 372236 568, 884 
1953 366, 498 620, 800 
Loos 623, 586 487; 237 


It is of interest to note that although the market for 
radios has been regarded as near the saturation point, in trade terms, 
for some years, the volume of sales increased in 1953, and, although 
showing some decline in 1954, remained large in spite of the great 
increase in the sale of television sets. 


Sunbeam Corporation (Canada) Limited conceded that up to 
the end of 1953, the Company's sales showed an increase, even 
though price reductions had been made by some retailers (p. 1147). 
Some of Sunbeam's sales figures showed increases even in those areas 
where it was felt that damage was being done by price-cutting (p. 62). 
Increasing sales were said to be the result of many things, including 
the introduction of new products (p. 76), but it was argued that the 
major reason was consumer satisfaction with Sunbeam products which 
would take a considerable time to break down (p. 62), Consumer 
goodwill and satisfaction had so far outweighed the adverse effects of 
price-cutting but the Company was afraid that the possibility of damage 
had only been deferred (p. 77). Sunbeam suggested increased sales 
towards the end of 1953, might have been the result of over-stocking 
for the Christmas season by dealers and the carrying of heavy 
inventories into the new year (p. 80). In the Company's opinion the 
results of surveys since 1953, in the Toronto area, although not 
showing any reduction in the number of units sold, indicated that the 
Company was on the verge of serious trouble, because the volume of 
retail sales was shifting to the low markup dealers, A shift of this 
kind was said to be the first stage in the familiar experience of price- 
cutting in the United States (pp. 1126, 1147). A representative from 
the parent Company stated that-in the United States Sunbeam's 
products were in short supply up till 1949, and there had been no 
problem with price-cutting even in the District of Columbia, which 
has no fair trade law, enabling the manufacturer to fix retail prices, 
as is the case in 45 states with such laws. About 1950, the supply 
situation became easier and price-cutting began to break out in the 
District of Columbia, At that time, a total of 650 stores in the area 


were said to handle Sunbeam products. Subsequently as price re- 


ductions continued, sales of Sunbeam products shifted to the discount 
houses and by 1954, 20 of them were handling 90% of Sunbeam's sales 
in the District. It was said that sales of Sunbeam products in the 
District of Columbia dropped by 11% in 1953, as compared with 

1952, whereas in the country as a whole they increased by 15%, in 
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the same period (p. 1127). These sales figures were stated to relate 
to Sunbeam's sales to wholesalers in the District of Columbia, and 

in supplementary information given after the hearings it was indicated 
that these figures would not be affected by shipments to wholesalers 
in neighbouring market centers, suchas Baltimore, (1) The 
Commission does not know whether any special circumstances, such 
as possible curtailment in government staffs, affected retail trade in 
the District of Columbia in 1953, and the Company did not furnish 
information as to sales of the Company's products in the states having 
no fair trade laws, compared with those that have. It is the case that 
the Sunbeam Corporation in the United States is strongly opposed to the 
sale of its products at less than its suggested retail prices, and takes 
active steps in those states where legal action is possible to secure 
observance of such prices, While the representative of the Company 
stated that supplies were not withheld from retailers in the District of 
Columbia selling at cut prices, it would not be expected that Company 
promotion would be as active in their behalf as in those areas where 
resale prices were being observed. 


Canadian General Electric Company Limited said that up 
to the end of 1953, the Company's sales volume in small appliances 
was about normal despite a reduction in the number of outlets willing 
to stock and display its products (p. 833). Since the end of that year 
however, the situation had changed and in the Company's opinion sales 
were now being affected by price reductions at the retail level (p. 834). 
The following table sets out information supplied by Canadian General 

Electric, at the request of the Director of Investigation and Research, 
covering unit sales of lightweight irons, electric kettles and floor 
polishers by provinces for the years 1950 to 1953, inclusive, Because 
the Company did not wish to make public the actual sales figures, the 
table uses index numbers, with total sales in the case of each product 

_ shown as 10,000 for the year 1950. 


(1) It is noted that sales of household appliance and radio stores, 
as shown in the monthly reports of retail trade, published by 
the U.S, Department of Commerce, declined in the Washington, 
D.C., metropolitan area by 5% in 1953, compared with the 
previous year, while sales of such stores for the United States 
increased by 4%. In 1954, the situation was somewhat the 
reverse, Sales of household appliance and radio stores in the 
Washington area were 6% higher than in 1953, but a decrease 
of 3% was shown for the country as a whole, 
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| The foregoing table shows that sales of lightweight irons 
_and electric kettles declined in 1951, compared with 1950. It will be 

| recalled that consumer credit controls were imposed during the second 
quarter of 1951, and remained in effect until the beginning of the 
second quarter of 1952. These may have had some influence in reduc- 
ing sales during part of 1951, and 1952. The legislation banning 
resale price maintenance did not become effective until the end of 
December, 1951. It will be seen that sales of the three small 
appliances by Canadian General Electric increased in each of the two 
years following 1951, and in the case of floor polishers there was an 
increase in 1951, compared with 1950. There is little indication that 
Ontario and British Columbia, despite the fact that Toronto and 

| Vancouver were regarded as the centres of price-cutting activity, have 
| significantly different sales records from Saskatchewan and the 
Maritime Provinces, where it was suggested that little price-cutting 

| had taken place (p. 825). The table represents shipments by the 

| manufacturer and not actual retail sales. Because Canadian General 
Electric follows the practice of having several distributors in each 

| trading area whose territories overlap, separate sales figures for 

_ the principal metropolitan areas could not be provided. 


The opinion that continued price-cutting would eventually 
reduce sales was said to be based on the experience of Canadian 
General Electric in British Columbia since 1953. The following sub- 
' mission was made in the Company's brief: 


'In British Columbia a very serious situation has 
developed because of the consistent loss leader attacks by 
Wosk's Ltd. of Vancouver (details on page 9) who advertises 
in both Vancouver newspapers and ships anywhere in the 
province for a small charge. In contrast, in Alberta there 
have been relatively few instances of loss leadering of our 


products. 


That this Vancouver situation is playing havoc with our 
sales is shown from a comparison of our total shipments into 
British Columbia and Alberta for the first quarter of 1954 
compared with [the first quarter of] 1953. Assuming 1953 
shipments to each province to be 100, 1954 shipments are 


as follows: 


Iron Kettle Polisher 
Alberta 123 101 1 
British Columbia 46 98 51 


British Columbia is a much larger market than Alberta. 
Department of Trade and Commerce and DBS statistics indicate 
that in 1951 there were 289,000 dome stic electric customers in 
B.C. compared to 148,000 in Alberta. Yet in the first quarter 
of this year we shipped substantially more Featherweight irons 
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and polishers into Alberta than we shipped: to B.C?) *Kettles are 
not included in the comparison since Alberta is a poor market 
for kettles due to the prevalence of natural gas, "' 


When the brief was being presented, the attention of the 
representative of Canadian General Electric was drawn to the 
provincial sales figures previously submitted, and which were not in- 
cluded in the brief, He admitted that he had overlooked the fact that 
from 1951, to 1953, sales of featherweight irons had been larger in 
Alberta than in British Columbia, and in !951 and 1952, the same 
situation had prevailed in the case of floor polishers, 


The information given in the previous table as to sales of 
the three products in the years 1950 to 1953, inclusive, had been 
submitted first on a monthly basis so that it was possible to relate 
the sales experience in the first quarter of 1954, with the same quarter 
in 1953, and earlier years, It was found that sales of featherweight 
irons in British Columbia in the first quarter of 1953, had been more 
than twice as great as in the first quarter of 1952, In the case of floor 
polishers, sales in Alberta in the first quarter of 1953, were less than 
half what they were in the first quarter of 1952, Sales by the manu- 
facturers are, of course, for the purpose of replenishing wholesalers! 
or dealers! stocks, and the monthly sales figures for the years 1950 
to 1953, show that quite large fluctuations occur in different periods, 


Canadian General Electric Company Limited also argued 
that the fact that industry sales of electric floor polishers increased 
by about 65% from 1950 to 1953, while the Company's sales increased 
by only about 25% (actually 33% according to sales data supplied to the 
Commission) indicated that the Company was detrimentally affected by 
the widespread use of its floor polishers as leaders (pp. 830, 870). 
Other manufacturers had been giving more attention to the production 
of floor polishers and it was admitted that the fact that a new manu- 
facturer had begun making floor polishers during the past year would 


have some effect on the relative position od Canadian General Electric 
(p. 871). 


It has been generally recognized that power washers have 
been among the first appliances most widely purchased by house- 
holders and the estimates presented earlier in the report as to the 
degree of market saturation show that by 1950, washers stood highest, 
apart from radios, among the major appliances, 


The Canadian Home Laundry Manufacturers! Association 
contended that statistics of the production and shipments of washing 
machines indicated that the absence of resale price maintenance had 
had a depressing effect on the volume of business of the industry. The 
argument was presented as follows (pp. 1053-1055): 


| "The result of no price maintenance is to destroy the basis 
for list prices and discount procedures which has resulted in 


- 167 - 


decreasing the volume of business done, bringing about 
unemployment in the Industry, leaving the public confused, and 
placing the capital investment and business good-will of manu- 
facturers, wholesalers and retail merchants in jeopardy. 


As an example, according to published information by the 
Dominion Bureau of Statistics, in 1921 a total of 24, 892 washing 
machines were produced for a total value of $964,662.00. This 
quantity of production was consistently increased until 1950 
when a totai of 300, 798 washing machines were produced for a 
total value of $29, 162,241.00. This shows a natural growth of 
one product only, manufactured by the Home Laundry Equipment 
Industry in Canada during a period of years when manufacturers! 
list prices and control of marketing conditions went unhampered, 
During the years 1951 and 1952, under the Restrictive Trade 
Measures of the Combines Act, there were 245, 110 washing 
machines produced for a value of $25, 845, 908.00 and 259, 253 
units produced for a value of $27, 319, 313.00 respectively. In 
1953 our own Association statistics show a production of 
249,745 washing machines, I might say, there, Mr, Chairman, 
that we do not have the value for the 1953 figures because we do 
not show the values in our industry. I am showing here in 1952 
the volume of production was considerably reduced in units as 
compared to 1950 and that there was a further reduction in units 
in 1953 over 1952, The experience of the two years under this 
legislation indicates clearly the reduction in volume of units 
produced and sold as compared to previous years, when 
complete freedom of distribution was permitted. The effect of 
this legislation as shown, is all the more remarkable when one 
considers that the industry had planned and fully expected 
increasing production and sales during this period, The above 
statistics show that this trend was reversed at the inception of 
the legislation producing a decrease in sales rather than an 
anticipated and planned steady increase, "' 


This argument appears to overlook the fact that the peak 
year for production of washers in Canada was 1949 and that the trend 
| was downward for two years before the ban on resale price main- 
tenance. Production of washing machines in Canada increased in 
1952, compared with 1951 and, though the trend was downward in 
1953, the reduction in number of units manufactured was less than 
3% while the value was actually higher. The preliminary figures for 
1954 show a somewhat larger reduction, The available figures for 
| number and value of washing machines made in Canada from 1947 
to 1953 are given in the following table: 
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Table 12. - Number and Value of Washing Machines Manufactured in 
Ganada, 19¢(4! dae 


Electric All Types 

Number Value Number Value 

pe Sash She Sa ag aaah 5° 
1947 193, 468 16, 809, 878 BLO Ag 19, 108, 006 
1948 296, 800 21,513,419 334,473 31, 253.4080 
1949 304, 273 FAG Wim ke eg AY 346, 254 32,501, 441 
1950 PAT We a 27,160,034 30 h2 10 29, 162, 241 
1951 rs ae AW 25,021, 074 C3 GmC oe 26, 445, 866 
1952 242, 758 26, 278, 816 Phe Be Weges ye 27,547, 065 
1955 2374,9105 26, 896, 977 247, 824 28,061, 606 


Source: Dominion Bureau of Statistics, ''The Electrical Apparatus 
and Supplies Industry, 1953", 


In the representations made by the Canadian Home Laundry 
Manufacturers! Association, reference was made to varying trends of 
sales of washing machines in different geographical areas, At the 
time of the hearings figures were given for sales during the first four 
months of 1954, Reports published subsequently by the Dominion 
Bureau of Statistics show shipments of washing machines by geographic 
areas for the calendar year, 1954, The trends in sales as given by 
the Association and in shipments by the Dominion Bureau of Statistics 
are as follows: 


Sales Shipments 
Jan, -Apr.,, 1954, Jan, -DecunilQo. 


Maritimes “ 12% lower 15% lower 
Quebec 7 8% lower 10% lower 
Ontario ms 14% lower 7% lower 
Manitoba - 12% lower ) 

Saskatchewan x 14% lower ) 21% lower 
Alberta 7 15% lower ) 

British Columbia - 9% higher 4% higher 


Representatives of washing machine manufacturers said that the 
worst area for price-cutting was Toronto. Price-cutting was becom- 
ing more of a problem in Winnipeg but was not yet a serious problem 
in British Columbia, The opinion was expressed that the lower sales 
on the prairies were the result, not of price-cutting but of the 
difficulties being experienced in the marketing of wheat (p.1077). It 
is difficult to see from the percentage changes in the above table any 
pattern showing a relationship between price-cutting and lower sales. 
For example, all the information the Commission received indicated 
there was relatively little price-cutting in the Maritimes, yet sales 
there fell more than they did in Quebec and, for the year as a whole, 
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shipments to Ontario declined less than to Quebec, 

While the total production of washing machines in 1954 was 
less than in 1953, The Easy Washing Machine Co., Ltd., was reported 
in the Montreal Gazette of March 1, 1955, as having had record sales 
in 1954, with an increase of 21% over the preceding year. For the 

industry as a whole, production and shipments of automatic type 
washers increased in 1954, although decreases were shown for con- 
| 


_ventional and gasoline types. 


The increased imports of refrigerators in the years 1952 
and 1953 were referred to by the Canadian Electrical Manufacturers 
Association as an indication that price-cutting was having a depress- 


—~ ———= —-- _----— —- 


ing effect on the volume of sales of Canadian manufacturers of refrig- 
erators, The Association submitted a table to the Commission show- 
ing the imports of refrigerators by provinces for the years 1951 to 
1953 and for the first three months in 1954, The figures were stated 
to have been supplied to the Association by the Dominion Bureau of 
Statistics. In the following table the figures presented by the 
Association for the three full years are given, These include 
domestic or store refrigerators and home or farm freezers: 


Mable 13. - Imports of Refrigerators, Electric, Domestic or Store, 
Completely Equipped or Not, N,O.P. and Home or 
i Farm Preezers, Electric 
| Province 1951 1952 1953 
“Nova Scotia 1,278 2, 888 1158 
Prince Edward Island c) 4 60 
New Brunswick 5, 445 7, 388 7,546 
Quebec 28, 290 53, 706 53,192 
Ontario 30, 630 66, 407 60, 891 
Manitoba 14, 040 18, 873 23, 400 
| Saskatchewan 6,496 10, 528 13,219 
Alberta 8,929 714 23,695 
British Columbia Lovee 24, 829 30,035 
_ Newfoundland 227 169 260 
Mts? Cahada *107, 550 202, 506 220,051 
* Revised Total: 109, 624 


It will be noted that the greatest increase in imports occurred 
in 1952. While the total for Canada as a whole was higher in 1953 
the quantities imported into Quebec and Ontario were lower in 1953 


than in 1952, although increases were shown for all other provinces, 


Again it appears impossible to find in these figures any relationship 


between the degree of price-cutting and the trend of imports, If 
any pattern could be drawn it would appear to be contrary to the argu- 
ment advanced, 
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It will be noted that the statistics in the table on the preced- 
ing page cover domestic and store refrigerators and also home and farm 
freezers, The figures for the two groups are not available separately 
prior to 1953, but in that year 35, 302 freezers were imported, of which 
24,060 were imported in the four Western Provinces, The imports of 
freezers into British Columbia alone totalled 8, 864 in 1953, which may 
be a factor in the increase for that year shown in the table. 


Information now available as to the level of activity in the 
electrical appliance industry indicates that in spite of declines in some 
branches of the industry in 1953, output as a whole was considerably 
greater than in 1952, 


Financial statistics are not available for the household 
appliance industry as wuch, but statistics for electrical machinery and 
equipment companies show that operating income in 1953 reached a high 
level. The following figures are based on the annual summary of cor- 
porate financial statistics prepared by the Bank of Canada, which in- 
cludes a survey of the financial statistics of 24 electrical machinery 
and equipment companies for the period 1947 to 1953, (1) 


Table 14, - Financial Statistics of Electrical Machinery and Equip- 
ment Companies, 1947-1953 


Net Income 


Net to Shareholders 
Operating Profit Net Income as % of 
before to Shareholders! Shareholders'! 
Depreciation Stockholders Equity Equity 
(Millions of Dollars) 
1947 20 e Lees Lees LQe<3 
1948 5320 16.0 134.6 1 
1949 3s Yeo. or, 0 142,4 are 
1950 50.3 tA see | Esco Ten? 
Loo oe ew oH Aa 1M a8 Res |e 9) 
1952 60.15 25,4 194, 2 Lou 
1953 66.0 ote ta 1B Ae FS 3) 15.6 


Although the general trend in production of household ap- 
pliances was downward in 1954, some branches of the industry, esp- 
ecially television, increased production and the general indexes show 
an upturn at the end of the year, 


The Dominion Bureau of Statistics publishes a monthly 
series showing indexes of value of shipments for Electrical Apparatus 
(consumer durable goods), including radio and television, batteries, 
refrigerators, vacuum cleaners and appliances and for the sub-group, 
refrigerators, vacuum cleaners and appliances, The following tables 


show the indexes for the group and sub-group by months for 1952, 
1953 and 1954: 


(1) Statistical Summary, Bank of Canada, November, 1954, p. 232. 
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In the case of only one metropolitan area, Vancouver, is 
information available as to the sales of appliances to consumers in 
1954, compared with 1953, The B.C. Electric Company publishes 
a monthly bulletin which gives figures of sales reported by dealers in 
the lower mainland area of British Columbia, The bulletin of 
February, 1955, gives the following comparative figures for value of 
sales in 1953 and 1954: 


1953 1954 
Major electrical appliances $14, 869,638 $12,218, 399 
Traffic appliances 538,937 786, 412 
Radios and TV 3,452, 649 12,637, 845 


While the dollar value of sales of major appliances 
declined in 1954, there was a tremendous increase in the sales of 
television sets, It may also be noted that sales of traffic appliances, 
which were reported to be particularly subject to price-cutting in 


Vancouver, showed an increase of 46% in value in 1954 compared 
with 1953. 


The same bulletin also gave comparative figures as to 
the number of units of certain appliances sold. These were shown 
as follows: 


Table 16, - Number of Certain Electrical Appliances Sold in Lower 
Mainland Area, British Columbia, 1953 and 1954 


1953 1954 

Ranges 6,554 7,696 
Refrigerators 20,959 LeU t2 
Home Freezers 3, 640 811 
* Auto, S. Wtr. Htrs. 3,109 4,389 
Dishwashers 92 185 
Washers 9,035 8, 266 
Auto. Washers 2,136 2,790 
Clothes Dryers 610 bee 
Ironers 284 rar | 
* TV 4,788 35, 657 
Radios LY,393 11, 692 
Elec, Blankets 138 650 
Polishers 5, 886 6.737 
Cleaners 5,796 Ti2a3 
Fires 143 277 
Rangettes 579 947 


* Note: The Bulletin reported that the following revisions should 
be made in the cumulative monthly figures for 1954: 


-~ b73 « 
Television Sets 49,000 
Automatic Storage 
Water Heaters 10; 525 


Among what may be regarded as newer products included 
in the above table are home freezers, dishwashers, automatic 
washers, clothes dryers, television sets and polishers, In view of 
the submissions which were made by some manufacturers and dealers 
that the absence of resale price maintenance tended to discourage the 
promotion and sale of such products, it is of interest to note that 
sales of such newer products, except home freezers, were larger in 
1954 than in 1953, It may also be noted that some long-established 
products, such as radios and vacuum cleaners, also showed larger 
sales in 1954, It is not suggested that any conclusions can be drawn 
from such limited information other than that the general state of the 
market is reflected in the trend of sales. This seems to bea 
common point in a report presented inthe Financial Post of March 5, 
1955, onthe state of retail trade across Canada. The following 
comments were made in the report: 


"More bargains for the consumer, more selling in the 
stores, 


Those were two of the big factors that lifted the retail 
trade off to a good start in the first two months of 1955, 


Provincial increases ranged from 3% to more than 20% 
over last year. 


Ontario 


Ontario retailers have enjoyed a steady, if unspectacular, 
improvement in sales, with an average 3% or 4% increase. 


TV has held its place as top seller, without the slightest 


sign of slowing down, Otherwise business has been evenly 
distributed throughout various lines, 


Quebec 
TV is a big seller with some price cutting. 


Household appliances generally are moving well. New 
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home construction has helped, 


Manitoba 


In appliances TV is inthe lead, Sales continue very 
high. In other household appliances, sales are better than 
expected. 


British Columbia 


TV continues to be the largest seller with 1955 sales 
remaining at their continued high level which saw 78% of the 
65,000 sets in use in B.C. sold last year, 


Other leaders are automatic washers, polishers and 
cleaners while home freezers, ranges, refrigerators and 
radios are in a slump which began in 1954," 


5) In Relation to Agricultural Producers 


In contrast with the situation disclosed in the report of 
the Royal Commission on Price Spreads in 1935, in regard to the 
groups making representations about loss-leader selling, the 
Restrictive Trade Practices Commission did not receive any re- 
presentations from primary producers alleging that the practice 
affected in a detrimental way the marketing of agricultural products. 
The Canadian Federation of Agriculture presented a brief to the 
Commission in which it was argued that the public would benefit 
from freedom of dealers to compete in price, and there was no 
suggestion that this would have any ill effects on the marketing of 
agricultural products, In part the contrast with the earlier inquiry 
rests on the fact that the representations made to the Royal 
Commission on Price Spreads in regard to loss-leader selling involved, 
in Many cases, complaints about the sale of unmanufactured or non- 
branded articles, whereas in the present inquiry the representations 
have had reference, to a much greater extent, to branded manu- 
factured goods. However, there were some representations which 
discussed the effect of selling practices at the retail level on the 


distribution of agricultural products and these are reviewed in this 
section, 


The Retail Merchants! Association of Canada 
(Saskatchewan) Incorporated stated that in the sale of fruit in 
Western Canada, it was not uncommon for a retailer to cut the price 


} 


} 
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of a particular product below his laid-down cost, using it as a leader 
for a short period in mid-season, Asa result, other retailers lost 
interest in promoting the sale of the fruit and consumers postponed 
buying when the price returned to normal, expecting again to have the 
opportunity of buying at the reduced price (p. 2385). When this 
opportunity did not recur, consumers found the season was over be- 
fore they finally decided to buy, with the result that the producers 
were left with fruit they could not sell, This was said to have 
happened again and again, It was also argued that when one retailer 
made a sharp reduction in the price of fruit and some other retailers 


met the reduced price, all other retailers completely lost interest 


in the item, and again sales by the primary producer were pre- 
judiced (p. 4198). 


Some specific instances of price reductions in the price 
of fruit by a chain store were cited in the supplementary brief of 
the Retail Merchants! Association of Canada (Saskatchewan) Incorpor- 
ated as examples of loss-leader selling, but the chain store in 
question denied the allegations and stated that in the instances cited 
the fruit was reduced in price for quick sale because its quality was 
deteriorating. 


As to the general effect of price reductions in the sale of 
produce, it appears unlikely that any substantial proportion of con- 
sumers would postpone buying until the season had ended, as most 
housewives are well aware of the particular seasons for various fruits 


and vegetables, Also, as pointed out by the Canadian Association of 


Consumers, housewives are quite accustomed to the practice of 
articles being featured at reduced prices, especially in the food field. 
' If the reduction in the price of produce was only temporary 
it is not likely that it would have any persisting effect on the attitude 

of other retailers toward handling the articles, If the price reduction 
was prolonged, which would necessarily involve question as to the 
supply of the article and its popularity for purposes of being used as a 
leader, it is difficult to see that such action would work against an 
expanded market for the producers, The economic factors which 
would be expected to be operative in such a situation were described 
by Dean Grether as follows (pp. 3282-3284): 


"First, it is argued that the use of leaders and loss 
leaders has a depressing effect upon the prices of primary 
producers. I might say that this argument was used very 
effectively in the depression period and was, to some extent, 
the base of the whole NRA program in the United States. It 
was felt that one might be able to resolve some of this problem 
of depressed markets by arbitrarily raising prices, and by 


applying force to the markets. 


So far as leaders and loss leaders are concerned, it 
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seems to me this is an example of relatively naive and un- 
sophisticated reasoning. Ifa loss leader is a true loss leader, 
then by definition the dealer is subsidizing the practice himself, 
In other words, he has voluntarily reduced his marketing rate 
below his normal marketing rate, or some other figure which he 
might have used otherwise. And he himself, therefore, for 
purposes of selling other products, has decided to take this 
particular reduction, 


He therefore, in a sense is subsidizing the sale of his 
product, And the reduction in price, other things being equal, 
should increase the sale of the product, with given demand 
conditions existing in the market, 


There is no particular reason, you see, why this should 
work back to the disadvantage of the primary producer, On the 
contrary it should benefit the primary producer, because it will 
tend to increase the sale of his produc, 


There is one exception, The exception would be in those 
markets where a large number of dealers, in retaliation, could 
boycott the sale of this particular product. And, if that 
happened, you would have a problem, again, of collective action. 
But assuming individual and spontaneous action or forces, it 
seems to me one cannot make a case for the proposition that 
loss leader practice would work backwards through marketing 
channels to the detriment of the primary producers, 


On the contrary you may recall that some of our large 
distributors have been praised tremendously for trying to bring 
a solution of the problem of excess farm products by featuring 
them in their stores, It might be very difficult to dissociate 


this type of praiseworthy practice from the use of something 
called loss leaders, ''! 


The point last mentioned in this connection by Dean 
Grether was also discussed in the brief submitted by Canada Safeway 
Limited, That Company stated that on many occasions grocery 
retailers were approached by farmers and organizations speaking for 
farmers with a request for assistance in disposing of certain 
particular farm products which were in heavy surplus, On these 
occasions the Company's representative stated that it was customary 
for grocery retailers to co-operate with the producers by arranging 
special advertising displays and sales promotion and often to reduce 
customary retail margins, One. case mentioned by the Company as 
an example coming within its own experience had to do with onions. 
It seems that in the spring of 1954 the Division Manager for the 
Safeway Company in Vancouver was approached by the B. C. Tree 
Fruits Board, and help was asked in moving a surplus quantity of 
onions still in storage from the 1953 crop year, which, if not soon 
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disposed of, would result in the farmers taking a big loss, The 
Company immediately arranged for special advertising and general 
promotion of onions through their stores in British Columbia and 
Alberta, The retail margin usually taken by the Company was reduced, 
and in the result relief was afforded to the distress situation in 

respect of onions, 


The Company particularly pointed to the need in such 
circumstances for freedom on the part of grocery retailers to adjust 
prices, Their brief stated (p. 2885): 


"We want to emphasize that an essential ingredient to 
the success of many of these special farmer-consumer surplus 
promotions is the freedom of the retailer to reduce his 
customary markup." 


The representative of the Canadian Federation of 
Agriculture, when asked to express his views on the possibility that 
the sale of an agricultural product on a low markup by one retailer, 
thus causing other retailers to lower their prices on the same article, 
would have a tendency to depress the price paid to the primary 
producer, commented as follows (p. 3964): 


"MR, HOPE: ... Inever have heard any body of 
farmers make that argument, That is the first thing. 


Then, secondly, my feeling is that there is a counter- 
acting force on what you gentlemen say there, Because if you 
are going to drop the price of a product like cheese, and make 
it more acceptable to the consumer, then you are going to 
increase the demand for that product, And if you increase the 
demand for the product, then I believe that offsets any suggestion 
-- well, they would sell more cheese, in other words, the 
group of them -- not just the one who did it, but probably 
everybody would, "! 
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CHAPTER V 


MISLEADING AND BAIT ADVERTISING 


Some types of advertising employed in certain lines of trade, 
particularly in connection with retail sales of radios, television sets 
and electrical appliances generally, were frequently characterized in 
representations made to the Commission by such terms as ''fraudulent", 
"misleading", ''unethical" or ''confusing''. In the opinion of some of 
those who applied such terms to some types of advertising in current use 
at the time of the hearings, the elimination of what were regarded as 
abuses of advertising would remove the main source of the difficulties 
besetting the retail appliance trade. There were others, however, who 
regarded objectionable forms of advertising as symptoms rather than 
causes, and still others who felt that instances of advertising which 
could be considered censurable because of its false or misleading 
character occurred rather infrequently. 


While the types of advertising claims against which objections 
were expressed appeared to range from minor forms of exaggeration to 
instances which, if made on the basis described, were of a fraudulent 
nature, criticisms, in the main, were directed against the following 


_ types: 


(a) Advertising of articles at very low prices when the advertiser 
does not intend to sell the articles so advertised. This 
class includes what is referred to in the trade as a ''nailed 
down'"' product. The advertiser may have one or two of the 
articles on display in his store, but when a prospective 
customer attempts to make a purchase he is told that the 
article on display has already been sold, or every effort is 
made by the salesman to substitute some other article ina 
sale to the customer. It was alleged by some trade repre- 
sentatives that salesmen in same stores engaging in this 
practice are penalized by a five dollar fine if they permit a 
customer to buy a ''nailed down" article. Another descrip- 
tion of this practice is ''bait advertising'', by which is meant 
that the prospective customer is led to the merchant by an 
advertisement featuring a very low price for an article and 
then every effort is made to per suade him to buy a higher- 
priced article. The following distinction between "bait'' and 
"bargain'' advertising is contained in a pamphlet prepared by 
a Better Business Bureau in the United States to give informa- 


tion to consumers: 


'Bait ads hurt everyone. They bring business to the 
advertiser willing to stoop to trickery. If a little trick 
Ae | 


- 180 - 


earns him more money, he is encouraged to try a bigger 

one. And you get hurt in the nerve that leads to your 
pocketbook. Some reputable businesses may soon feel they 
must try trick ads, too, to meet the baitvertiser's compe- 
tition, and bad practices grow like a cancer in the community. 


Most newspapers and radio stations refuse bait ads 
but they are hard to spot. For example, the best of firms 
regularly run 'price leader' ads which are real and honest 
bargains to bring you into their stores, where you are 
likely to buy other items at regular cost. 


Or any good salesman may tell you that a higher - 
priced product than the one advertised will give better 
service and cost less in the long run. 


The difference between ethical salesmanship of this 
type and the activities of the baitvertiser is that he delib- 
erately tries NOT to sell you the product he advertises." 


Advertising in which a selling price is compared witha 
former price which is no longer relevant. In many advertise- 
ments the price at which the article is offered is compared 
with some higher price which may be described as "regular", 
"list'', 'formerly'', or some other wording which suggests 
that the purchaser will secure an actual reduction in price in 
making the purchase. This may be the case, but in some in- 
stances the higher price may have applied when the model was 
first introduced and has ceased to be the prevailing price, or 
the comparative price may have been affected by a change in 
taxes Or in some other way and ceased to have any relevance 
as a current market price. In these and similar circumstances 
the price at which the article is offered may be no lower than 
the going price, or much less reduced in price than the com- 
parison would lead an uninformed consumer to believe. While 
in some cases there may be deliberate misrepresentation of 
the current retail list price of the manufacturer, in other 
cases the dealer may be advertising the correct list price of 
the manufacturer even though this has ceased to have any 
relevancy to the market. This is the case when the manufac- 
turer, in an effort to dispose of models at the end of a season, 
or to stimulate the sale of a particular model, reduces his 
selling price to the trade or makes some other allowance to 
the dealer, without making any change in the suggested retail 
price of the model. It appears that in many cases the manu- 
facturer expects that the dealer will pass on the reduction in 
price to the consumer in the form of a lower price, and that 
the retail list price is left unchanged so that the dealer can 
use the comparative price asa selling point in pushing the 
model. In some cases the manufacturer may consider that 


i 
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the reduction in price made possible by his action would be 
less disturbing to the trade if made by way of an advertised 
trade-in allowance rather than a direct lowering of the sale 
price, but, as it would not be expected that the "'trade-in'"' 
would have an actual value equal to the amount of the reduc- 
tion from list price, it could hardly be said that advertising 
in this latter form in such circumstance would not contain 
some element of misrepresentation. 


(c) The advertising of models of a previous season as current 
season models. This practice, from the viewpoint of some 
sections of the trade, is somewhat similar in effect to the 
preceding practice in that two widely different prices may be 
compared in an erroneous manner by the consumer. In this 
case the consumer may be misled to compare the price of an 
old model with that of a current model, without realizing that 
the two are not of the same period of production. A well- 
informed consumer would not likely be misled by such adver- 
tising because the products involved would be identifiable by 
model number and the current season's model could be 
readily ascertained. Nevertheless advertisements can be 
prepared in such a way as to make any distinguishing feature 
difficult to detect, or even to imply that the featured article 
is one of the latest models on the market. This is obviously 
a type of misleading advertising which is prejudicial to the 

ie interests of consumers as well as to those of manufacturers 

and dealers in general. 


(d) The misrepresentation of the terms or conditions on which 

: purchases may be made. It was represented that some 
advertisements by dealers for instalment sales contain such 
phrases as ''no down payment", ''make your own terms'', and 
'no interest''. The expressions were stated not to represent 
accurately the basis on which sales were made because, 
unless the customer traded in some article of substantial 
value, a down payment was required in most cases, and terms 
of finance were usually as high or higher than those charged 
by instalment finance companies. Misrepresentation of this 
kind is clearly a deceptive trade practice which is harmful 
both to consumers and to competitors. It is likely to be ofa 
self-defeating character because consumers would become 
aware of the misleading character of the advertisements on 
seeking to make a purchase and, even if persuaded to accept 
the conditions the first time, would be disinclined to accept 
similar advertisements at face value ona subsequent occasion. 


Varying opinions were expre gssed by those appearing before 
the Commission as to the practicability of attempting to control false 


and misleading advertising by legislation. It was felt by some that the 


only prospect of improvement lay in the acceptance of higher standards 
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of ethical advertising by the trade generally. Others thought that 
corrective action would be possible if manufacturers were again per- 
mitted to control resale prices, although it was admitted that excessive 
claims as to trade-in allowances had occurred prior to the ban on 

resale price maintenance. It was suggested by some that enforcement of 
Section 406 of the Criminal Code would have a salutary effect and that 

the section should be strengthened if it could not be enforced in its 
current form against fraudulent and misleading advertising. This 
section, in so far as it relates to false advertisements in general, reads 
as follows: 


'(2) Every person who publishes, or causes to be published, 
any advertisement for promoting either directly or indirectly the 
sale or disposal of any real or personal, movable or immovable 
property, or any interest therein, or promoting any business or 
commercial interests, which contains any statement purporting to 
be one of fact which is untrue, deceptive or misleading, or which 
advertisement is intentionally so worded or arranged as to be de- 
ceptive or misleading, shall be liable upon summary conviction to 
a fine not exceeding two hundred dollars or to six months' imprison- 
ment, or to both fine and imprisonment: Provided that any person 
publishing any such advertisement accepted in good faith in the 
ordinary course of his business shall not be subject to the provisions 
Gf this subsection." 


The latter proviso was interpreted by some trade groups as 
an exemption which applied to the advertiser, that is, the dealer placing 
the advertisement, and thus to make it difficult to prove that a particular 
type of advertisement was not used ''in the ordinary course of his busi- 
ness'', This seems obviously to be an erroneous interpretation of the 
provision, which clearly relates to the publisher of the publication 
containing the advertisement and not to the dealer who places the adver- 
tisement. That this is the proper interpretation is made even more 
clear by the wording of the subsection as it appears in the revised 


C riminal Code (effective April 1, 1955) as parts of Section 306, as 
follows: 


'306. (1) Every one who publishes or causes to be pub- 
lished an advertisement containing a statement that purports to be 
a statement of fact but that is untrue, deceptive or misleading or is 
intentionally so worded or arranged that it is deceptive or mislead- 
ing, is guilty of an indictable offence and is liable to imprisonment 
for five years, if the advertisement is published 


(a) to promote, directly or indirectly, the sale or disposal 
of property or any interest therein, or 


(b) to promote a business or commercial interest. 
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(2) Every one who publishes or causes to be published in an 
advertisement a statement or guarantee of the performance, 
efficacy or length of life of anything that is not based upon an ade- 
quate and proper test of that thing, the proof of which lies upon the 
accused, is, if the advertisement is published to promote, directly 
or indirectly, the sale cr disposal of that thing, guilty of an offence 
punishable on summary conviction. 


(3) Subsections (1) and (2) do not apply to a person who 
publishes an advertisement that he accepts in good faith for publi- 
cation in the ordinary course of his business.'"! 


The provisions of the Criminal Code in the earlier or revised 
form seem adequate to embrace advertising which is deliberately false 
or misleading. The members of some dealer delegations expressed 
the view that one retailer could not be expected to take action against 
another, and that a trade association would be in an embarrassing posi- 
tion if it endeavoured to see that prosecution was undertaken for breach 
of the Criminal Code. At the same time it may be noted that dealers 
are prosecuted for other types of illegal competitive practices, for 
example, prosecution for draws which are contrary to the lottery pro- 
visions of the Criminal Code. It is difficult to avoid the conclusion that, 
if advertising of a definitely illegal character is being engaged in on an 
extensive scale and is producing the detrimental effects on competitors 
which have been suggested, there would be greater indication of efforts 
among trade groups to seek the enforcement of the provisions of the 
Criminal Code. 


On the part of manufacturers of electrical goods, it was 
represented that an individual manufacturer is largely helpless to 
prevent false and misleading advertising being engaged in by one of his 
dealers, in the absence of power to cut off supplies because of price- 
cutting. While it may be the case that a dealer who engages in false 
and misleading advertising may also sell goods of the manufacturer at 
less than the suggested resale price, this does not preclude the manu- 
facturer from endeavouring to see that his products are promoted for 
sale in ways which are not misleading to the public. It appears to be 
the case that a great deal of dealer advertising of electrical goods, 
including radios and television sets, is published on what is known as 
a co-operative advertising basis. That is to say, within certain mone- 
tary limits and subject to certain conditions, the manufacturer will 
share a portion of the costs of a dealer's advertisement of the manu- 
facturer's products. In some cases the proportion is 50% of the cost 
of the advertisement or that portion of it which features the manufac- 
In the case of one manufacturer, whose co-operative 


turer's products. 
y the Commission in another connec- 


advertising policy was examined b a 
tion, it was found that it was a stated condition that any advertising 
which, in the manufacturer's opinion, was misleading would not be 
eligible for credit. Inasmuch as ill effects from false and misleading 
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advertising are likely to be in direct proportion to the extent of the 
advertising, the contribution of manufacturers is a matter of consi- 
derable significance which would not be lightly endangered, if the dealer 
knew that deceptive practice on his part would render him ineligible for 
credit. While the following comment made during the hearings by a 
member of the delegation from the Canadian Electrical Manufacturers 
Association does not bear directly on the matter of co-operative adver- 
tising, it does suggest that a good deal of the complaint from dealers 
about advertising relates to the question of price rather than to mis- 
representation (p. 961): 


'We think it would be most difficult to prove that you 
terminated a dealer's franchise for other than price consideration. 
Price is an important thing in all these matters. Most dealers 
advertising at reduced prices are careful not to misrepresent the 
product. They also give pretty good service in the large metro- 
politan areas. But, their prices are preventing the small dealers 
in small communities giving the services they should be offering 
to the people of those communities because of the prices adver- 
tised in the Toronto papers." 


A member of the delegation representing the Canadian Retail 
Hardware Association stated that, while instances of ''nailed down" 
products had occurred, he did not make any such suggestion with respect 
to one of the large-scale appliance outlets in Toronto whose store was 
near one of his own. 


The operator of this large-scale business informed the 
Commission during his appearance that he did not sell merchandise 
below cost, and a large dealer in Vancouver, whose advertising had been 
drawn to the attention of the Commission, stated that he followed the 
same policy. He informed the Commission that, when an article is 
featured in an advertisement, his company hag a stock on hand, and 
that the price advertised does not remain in effect for one day only, but 
is continued until changed as a result of market conditions. 


Organizations have been formed by business men to assist in 
raising the standards of advertising. The Commission was givena 
description of the work of the Ottawa branch of the Canadian Association 
of Better Business Bureaux Inc. by its secretary-manager. Among the 


purposes of the organization, as laid down in its constitution, are the 
following (p. 3852): 


''To encourage the formation of, to assist in the development 
of, to render service to better business bureaux engaged in foster- 
ing truth in advertising, and opposing fraud and deception and/or 
unethical practices in the advertising, offering and selling of 


merchandise, security, services, employment, or anything of 
value to the public;'! 
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The Canadian Association forms part of the international 
Association of Better Business Bureaux. There are seven bureaux now 
operating in Canada and an eighth is in process of formation in Calgary. 
The existing bureaux are located in Halifax, Quebec City, Montreal, 
Ottawa, Toronto, Winnipeg and Vancouver. The local bureau serves 
the province in which it is situated, and if there is more than one 
bureau ina province the territory is divided between them. The 
Halifax Bureau serves the Maritime Provinces. 


In the main, the Better Business Bureaux rely on persuasion 
and education to eliminate unethical advertising. Complaints of impro- 
per practices are investigated and efforts made to secure correction 
where this appears necessary. The bureaux furnish information to the 
public by the issuance of pamphlets and other means warning consumers 
of practices which may prove costly to them, and giving advice as to 
the best course to follow to avoid being taken in by spurious advertising 
or by false or misleading claims of salesmen. It was the opinion of the 
secretary-manager of the Ottawa Bureau that the methods followed are 


largely effective, and that instances of false advertising are relatively 


infrequent. As far as the secretary-manager was aware, Better 
Business Bureaux in Canada have not attempted to deal with cases of 
alleged false and misleading advertising by seeking the enforcement of 
Section 406 of the Criminal Code, but the bureau will attempt to assist 
any person victimized by such practices who seeks legal redress, by 
giving any evidence it can provide. 


The matter of false and misleading advertising, in so faras 
it relates to this inquiry, must be considered from the viewpoint of the 
part it may play in the practice of loss-leader selling. While it may 


, be argued that all forms of bait advertising assist in the practice of 


loss-leader selling in that such advertising holds out to the public the 
apparent opportunity of securing an article at a price much less than 

the value the advertiser would like the consumer to believe it possesses, 
such practices cannot be regarded as a substantial factor in merchan- 
dising unless they affect a significant proportion of the trade or are 
likely to do so. The evidence which has been obtained by the Commis- 
sion leads to the conclusion that advertising which could be regarded 

as fraudulent plays a minor part in the distribution of those goods in 
regard to which representations have been made most frequently during 
this inquiry. It is the case that there is a great deal of advertising of 
comparative prices in the sale of electrical goods. Some of this may 
lead members of the public to make erroneous valuations of the prices 
at which an article may actually be offered by different dealers, although 
it is possible for the prospective purchaser, witha little care, to 

avoid being led astray in the case of branded goods. There are indica- 
tions that the advertising of comparative prices is, in some cases, 
assisted by the manner in which manufacturers may change prices to 
dealers without cltering suggested retail list prices and, in other cases, 
may actually be encouraged by the manufacturer to the end that the 
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dealer will appear to be offering a tremendous bargain in the sale ofa 
particular model. That the public is deceived and misled by some ad- 
vertising is all too apparent, and that business and consumers would 
benefit by greater truth in advertising is equally true. However, toa 
much greater extent than was represented to the Commission, means 

of improving the situation would appear to be available to manufacturers 
and dealers. It was suggested by the secretary-manager of the Better 
Business Bureau of Ottawa and Hull Incorporated that the desirable 
course would be for private business to seek through its own efforts to 
raise the standards of advertising. 


CHAPTER VI 
PREMIUMS, COUPONS AND "FREE'' GOODS 


Some forms of promotional activity by retailers and manu- 
facturers which involved the use of premiums or coupons or ''free'! 
goods in combination sales were represented in the briefs of a few 
organizations as being in the nature of loss-leader selling, or as having 
similar effects. The Canadian Wholesale Hardware Association made 
particular reference to the use of hardware items and electrical 
appliances as premiums, by retailers not normally engaged in selling 
such products, and by manufacturers of other lines of goods, suchas 
manufacturers of food products or of soap or detergents. In the opinion 
of the Association such premium offers had substantial effects in di- 
verting the sale of the goods used as premiums away from the hardware 
trade, and in creating in the mind of the public a lack of confidence in 
hardware dealers, because the latter, in the normal course of trade, 
had to set the price of such goods at considerably higher levels than 
those at which they could be obtained as premiums. The Retail 
Merchants! Association of Canada, British Columbia, expressed some- 
what similar views in regard to the use of premiums, when the goods 
selected do not normally form a part of the business of the premium 
sponsor. The examples of the giving away of bread referred to in the 

brief of The National Council of the Baking Industry and discussed else- 
where in this report are a variant of the premium type of promotion. 


In general, it may be said that the offering of premiums isa 
form of advertising which is designed to increase the sale of a particu- 
lar product or to increase the business of a particular retail store or 
group of stores either generally or for certain shopping periods. An 
example of the use of premiums for the latter purpose is the offer of a 
piece of china or kitchenware with the purchase of 4d grocery order of 

a minimum value during the first three days of the week. The condi- 
tions of the premium offer are designed to spread business more evenly 
over the weekly shopping days and thus permit more business to be done 
with the same staff and facilities. 


The Allied Beauty Equipment Manufacturers' & Jobbers' 
Association referred in its brief to ''free'' goods, which were described 
as the offer of a larger quantity of goods at the price which usually 
applied toa smaller quantity. The effect, of course, is the same as 
that of an outright price reduction, and the offer may be made either to 
introduce a new product or to stimulate the sale of one which has been 


on the market for some time. Somewhat Similar in effect were some 


of the coupon offers described by the representative of the Retail 


Merchants! Association of Canada (Saskatchewan) Incorporated. 
h entitle the customer toa 


In some 


cases a retailer may issue coupons whic 
aa SX ie 


55990—14 


- 188 - 


reduction in the total price of an order of goods exceeding some mini- 
mum value. In other cases, either the retailer or manufacturer may 
issue coupons which entitle the customer to a reduction in the price of 
a particular article. The use of coupons in this way is not confined to 
retailers of a particular size and it probably would not be difficult to 
find examples of the use of coupons by local merchants in all parts of 
Canada. This is borne out by the following comments made by Mr. A. 
A. Shelly, spokesman for the Retail Merchants! Association of Canada 
(Saskatchewan) Incorporated (p. 4234): 


''The question of premiums, I think is a debatable one. But 


in principle I would say there is nothing deceptive about premiums. 


It is open to anybody and everybody, in practice. And so there- 
fore, in principle, we have no objection to them. They can, of 
course, become a great nuisance to the consumers. 


The consumer -- that is, the thinking consumer -- actually 
does not welcome that sort of thing, because he has the feeling 
that these premiums have to be paid for sometime or somehow. 
I would not say that is necessarily so, because if they have the 
effect of producing extra volume and thereby reducing the cost of 
doing business, they need not necessarily have any effect upon 
fhe-price.,!! 


The incidental references which were made to premiums and 
coupons during the course of the hearings do not provide any real indi- 
cation of the amount of trade affected by their use, or the results which 
their use produces as distinct from other forms of advertising or pro- 
motion. The Director of Investigation and Research did not include a 
study of the use of premiums and coupons in the surveys which he made 
because, in his opinion, ''these practices extend beyond and in many 
respects differ from 'loss-leader' selling.'' The regulation of the use 
of premiums and coupons would involve very direct interference with 
the ordinary conduct of private business and could only be justified if 
the practices were monopolistic or hada significantly Teprescive 
effect upon competition. From the information put before the Commis- 
sion we are inclined to believe that the use of premiums and coupons 
constitutes a form of advertising or promotional activity whose exces- 
sive use should be held in check by competitive forces, such as the 


responsiveness of consumers, the attitude of retailers and the actions 
of competing firms. 


CHAPTER VII 


REPRESENTATIONS AS TO CHAIN STORE DISTRIBUTION 
OF CERTAIN PRODUCTS 


1. Relative Positions of Independent, Chain 


and Department Stores 


In general, it may be said that submissions made to the 
Commission alleging detrimental effects caused by loss-leader selling 
were only ina few cases directed against large-scale distributive 
Organizations, suchas department and chain stores. In'two lines of 
trade, the distribution of bread and the distribution of cigarettes, the 
selling prices of chain stores were represented to be the dominant 
factor in the practice of what was regarded by some trade groups as 
loss-leader selling, and it appears desirable to examine with some 


| particularity the evidence before the Commission relating to these two 


lines of trade. Before doing so, it is of interest to compare the general 
tone of the submissions made in the present inquiry with that indicated 

a score of years earlier in the proceedings of the Special Committee on 
Price Spreads and Mass Buying. In the proceedings in 1934, there were 


representations on a wide scale on the part of organized retail mer- 
chants of the detrimental effects of alleged loss-leader and other 


practices of department and chain stores. One representative of a 
retail merchants! association expressed the opinion that ''the dominating 


‘influence exercised by the department store and its subsidiaries as well 


as the chain store and its units is a social menace.'' Another representa- 
tive stated: ''The independent retail merchant to-day realizes that 
policies and forces are at work throughout Canada which, if allowed to 
continue, mean his ultimate elimination as a distributor of merchan- 
dise to the consumer.'' There is no question of the serious position in 
which independent retail merchants, along with other business men, 
found themselves during the decline in economic activity in the early 
nineteen thirties, and it is possible that their positions were aggravated 
by certain practices in retail trade which received greater emphasis in 
that period. The basic factors in the situation, however, were the 
general depressed conditions with consequent lack of consumer purchas- 
ing power, and the changing system of merchandising in important 
fields with emphasis on self-service and rapid turnover. Inthe years 
which have intervened since the depression there have been further 
changes in merchandising, but the independent me rchant has not been 
eliminated. In large measure he has adapted himself to the changed 
conditions and shown a degree of initiative and enterprise which bodes 
well that he will continue to play an essential role in the distribution of 
goods to the consumer. 
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Confidence in the continued abiiity of the intelligent indepen- 
dent merchant to maintain his competitive position is indicated in the 
following comment of the general manager of The Retail Merchants' 
Association of Canada, British Columbia (p. 2743): 


"| Intelligent retailers, the independent ones, wiil 
still be in business in Canada, no matter what happens. They 
will be here, just as long as the chain stores and the department 
stores and everybody elise are here, and they will be doing a 
brisk competitive business with them -- and in many cases they 
will be leading the way into new fields. 


But Ido say they will be driven most certainly out of some 
lines and driven to do other things, by various aspects of 
government legislation.'! 


Shifts in the relative positions of independent, department 
and chain stores are indicated in the figures for retail trade in Canada 
from one census to another. In some fields, such as food merchandis- 
ing. the latest census figures, for the year 1951, show that chain stores 
have increased their share of the business, but not at the rapid rate 
which had been forecast in some quarters when chain food stores began 
to occupy a significant position in the food field. In other lines, such 
as drugs and drug sundries, and women's clothing, the census figures 
for :951 show that the proportion of chain store business has remained 
comparatively stable or has declined relatively. It is of some interest 
to note that for |'1 commodity classes, which can be compared in the 
1941 and '951 censuses, the proportion of sales made by department 
stores declined for 5 classes, remained practically the same for 4 
classes and showed an increase for only 2 classes. The decreases in 
percentages of total trade ranged from 1.2% in the case of the sale of 
meals and lunches to 5.1% in the case of furniture and the increases 
were 2.0% in the case of radios, record players and equipment and 
2.3% in the case of drugs and drug sundries. In the case of chain 
stores, increases in proportion of sales were shown for 5 classes and 
decreases also for 5 classes, with one class showing relatively little 
change. The increases in total percentages ranged from 1.2% in the 
case of men's and boys! clothing and furnishings to 5.5% in the case of 
food and kindred products. The decreases ranged from 0.9% in the 
case of radios, record players and equipment to 7.6% in the case of the 
sales of meals and lunches and 6.2% in the case of drugs and drug 
sundries. The change in the proportions for independent merchants 
were largely the reverse of the foregoing for the respective commodity 
groups. There were increases for 5 ciasses and decreases for 5, with 
one group remaining relatively unchanged. The increases ranged from 
|.9% for furniture to 8.8% for the sale of meals and lunches. Decreases 
ranged from 1.1% in the case of men's and boys'! clothing and furnish- 
ings to 4.9% in the case of food and kindred products. 


| | The proportions of department, chain and independent store 
business in the various commodity classes are shown in the following 
table for the census years 1941 and 1951: 
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Table 17. - Percentages of Estimated Total Sales of Specific 
Groups of Commodities for Department, Chain and Independent 
Stores 1941 and 1951 


Commodity Group Department Chain Independent 
Stores Stores Stores 
0 rine). 0 
1941 1951 1941 1951 1941 i951 

Food and kindred 

products avOre Ue. iaeri20. 3) (255 glll 75 7 ero 
Men's and boys' clothing 

and furnishings 265492" 20738 Lak) Aves O2eS i Olas 


Women's, misses! and 
children's apparel and 


accessories 34587 03350 Poeer vest ses 49.158 53 06 
Dry goods and notions 47.0 45.8 loud 221940 Soni (eS bare 
Shoes and other footwear 28.7 28.5 19a SeuiZous lS OMe Cal 
Drugs and drug sundries Ga 9.0 BSs, Omer hl 26 T5 Signage 
Electrical appliances and 

supplies Lon 4 T1973 BOL CLO SZ 59.9 5° 60%5 
Radios, record players 

and equipment Dani ares ee ao TP eguG 67/40 po6ss 

Furniture 23a Gone 132 “Ploy S300 °S459 
Jewellery, silverware, 

clocks and watches Bev ok me aN estas 2970." 7 2o-0 53-0°) Vous 
Receipts from the sale 

of meals and lunches 4.3 AG | Ea eS. cra Sse. G9. Z 


(1) Revised figures furnished by Dominion Bureau of Statistics. 


The foregoing table shows the positions of department, 
chain and independent stores with respect to the sale of specified 
classes of commodities. The following table shows the relative posi- 
tions on the basis of the total business of stores of all kinds for the 
census years 1930, 1941 and 1951: 
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Table 18. - Sales of Department, Chain and Independent Stores as 
Percentages of Total Sales of All Retail Stores 
1930, 1941 and 1951 


Year Total Sales Percent of Total Sales 
All Stores Department 

and 

000 Mail Order Independent 

$ Houses Chains Stores 

1930 2,740,105 13.8 13 ao 6828 

1941 3,440,902 Ht s.0 Neat 103 

bg S51 10,652,780 see lout 74.8 
2. Bread 


(a) Allegations of Loss-Leader Selling 


The bread-baking industry was represented before the Com- 
mission by a delegation of The National Council of The Baking Industry, 
whose membership embraces bakeries in all parts of Canada, the sales 
of which were stated to constitute not less than 80% of the commercially 
baked bread and other bakery products in Canada. The allegations as ~— 
to loss-leader selling in the bread-baking industry were confined to the 
sale of what was termed the ''standard" loaf of bread, and more parti- 
cularly to the sale of standard bread by chain stores in the provinces of 
Ontario and Quebec. The designation ''standard'" in the brief of The 
National Council of The Baking Industry was represented to mean, not 
bread made with any particular formula, but the most common size of 
loaf, by weight, distributed in different markets. In the case of 
Ontario and Quebec, standard bread was taken as the 24-ounce loaf, 
but in some other provinces loaves of other weights would be ''standard" 
under such a designation. 


The situation with respect to the sale of bread by chain 
stores, as the delegation properly pointed out, is not a matter of 
recent development, at least with respect to the sale of bread at two 
price levels, one price for bread sold under private brand and a higher 
price for bread sold under the baker's brand. In some cases, only one 
being cited for Ontario and Quebec, the bread sold under private label 
is made in the chain store's own bakeries, but in other cases the bread 
is made for the chain store by an outside bakery. The relative retail 
prices in Ontario and Quebec for chain store and bakers! bread, given 
in the brief of The National Council of The Baking Industry, were 15¢ 
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for the chain store private brand loaf and 19¢ for bakers! bread, a dif- 
ference of 4¢ per loaf. The price of 19¢ was represented to be the 
prevailing price charged for bread sold on house-to-house delivery, 
and it also appeared to be the prevailing price for bakers! bread sold in 
retail stores, whether chain or independent. While there may be some 
exceptions, it is generally the case that chain stores handle bakers! 
bread in addition to their own private brand. No comprehensive infor- 
mation was submitted as to the relative proportions of sales of bakers! 
bread to total sales of bread in chain food stores, but figures secured 
by the Director of Investigation and Research covering sales by three( 1) 
chains in Montreal in January and February, 1954, show that sales of 
bakers' brand bread made up about 27% in quantity of the total sales of 
bread by the three chains during that period. 


It was represented that the difference in price between chain 
store bread and bakers' brand bread, which has existed for a great 
many years, has been responsible, in some part, for the decline in the 
number of bakery establishments and the tendency for production to be 
concentrated in large-scale undertakings. No actual evidence was ad- 
vanced to support this contention and it was admitted that long-run 
developments in the baking industry were the result of many causes. 
While a price differential of 4¢ per loaf between certain brands exists 
in markets in Ontario and Quebec where chain stores operate, other 
breads are sold in different sized loaves and at other prices. In some 
markets in other provinces the difference in price between chain store 
and bakers’ brand bread is only 1¢ per loaf and the Commission was 
informed that in the Maritime Provinces there is generally no difference 
in price. A representative of the baking industry from the Maritime 
Provinces stated that the operating results of bakeries in that region 
were no more favourable than in Ontario and Quebec. It appears, 
therefore, that the decline in number of bakeries in the various pro- 
vinces does not show any direct relationship to the existence or extent 
of a price differential between chain store and bakers! brand bread. 


It was not suggested by the baking industry that the price of 
bread in chain stores should not be lower than for other types of distri- 
bution, but it was contended that the difference of 4¢ between chain 
store and bakers! brand bread in Ontario and Quebec "'is greater than 
can be established on any proper basis of cost considerations.'' It was 
admitted that this question had been examined in previous inquiries and 
that on those earlier occasions the information furnished by chain stores 
making their own bread did not show that a loss was being incurred in 
supplying such bread. No new evidence as to manufacturing costs of 
bread was put before the Commission, nor was any evidence submitted 
by the baking industry as to the prices at which private brand bread was 
being supplied to chain stores. Information secured by the Director of 


(1) Four chains were included but one did not furnish information as 


to sales of bakers' bread. 
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Investigation and Research from four chains in Montreal showed that 
two chains purchasing bread from outside bakeries and taking delivery 
at central warehouses had margins on selling prices of private brand 
bread of 18.33% and 15%. A third bakery, making its own bread, had 
a margin over warehouse cost of 15.33% on selling price. The margin 
for the fourth chain which had private brand bread delivered to each 
unit was 8.33% on selling price. It is evident that no conclusion as to 
selling below cost could be drawn from these figures. 


In a written submission to the Commission made by The 
National Council of The Baking Industry after the public hearings had 
been concluded, the representation made with respect to the price dif- 
ferential of 4¢ between chain store bread and bakers' brand bread was 
qualified in the following manner: 


'"'If this situation does not involve actual loss leader selling (and 
we do not know with certainty whether it does or does not), then 
those affected adversely should be expected to find their own 
solution in the ordinary course of business."' 


The Commission regards this as a more realistic approach 
to the situation, and we commend The National Council of The Baking 
Industry for its action in advising the Commission of its reappraisal. 


In the original brief and in the later submission The National 
Council of The Baking Industry made representations in regard to other 
practices which it considers affect the distribution of bread detrimentally. 
The brief described these practices as follows (p. 137): 


"Firstly, it has become a fairly common practice to give 
away up to thousands of loaves of bread on the occasion 
of the opening of new 'super markets', and on other 
occasions, with others who compete in the same area 
usually following suit. 


Secondly, there has developed a condition of sporadic 
selling of bread at further substantial price reductions. 
These outbursts also are invariably joined in by compe- 
titors in the areas in question. 


The prime objective upon the opening of a new 'super market! 
is, of course, to achieve the maximum customer traffic as quickly 
as possible. Opening promotions usually include 'give away' at- 
tractions that frequently run the gamut of the durable goods field. 
Often there are included in these ‘give aways! food items which 


also often are in the form of giving away bread up to many thou- 
sands of loaves.'"! 


In regard to the first practice it is obvious that the opening 
of any new outlet in a market will have some effect on the distribution 


ee 


- 195 - 


of trade and that the larger the new outlet the more substantial is 

likely to be the effect. Whether the trade locally is expanding or con- 
tracting in the particular lines handled will, of course, have a bearing 
on the longer run effect. It may be accepted as, indeed, it was readily 
accepted by the representatives of the baking industry, that the opeming 
of a new supermarket by a chain in any particular area will have some 
effect on the distribution of bread among householders patronizing the 
new outlet. It was contended, however, that the giving away of bread 
for a limited period created a greater effect in the long run than would 
be the case if such a practice had not been engaged in. No evidence was 
advanced in support of this contention other than evidence as to the 
decline in the number of loaves handled by bread delivery men of a local 
baker, following the opening of a new chain store in the district. These 
figures, as would be expected, showed a greater loss during the period 
when bread was being given away than during the subsequent period 
when the bread was put on sale by the chain store. 


The operator of a chain store is interested presumably in 
building up the over-all business of a new unit and the sale of bread is 
only one of many products to which attention is given. It is difficult to 
see that the continued sale of bread at a particular store becomes 
greater because this product is given away for a limited period, or that, 
if a large-scale merchandising organization is interested in increasing 
its volume of bread sales and makes no use of free gifts, it cannot 


accomplish its objective by other forms of advertising with the same 


result. It seems logical to conclude that the sale of bread at chain 
stores goes along with the general patronage, and that in the long run, 
the distribution of bread is not affected significantly by limited ''give 
away'' promotions at isolated stores, as distinct from those effects 
which would result in any case from the operation of a large-scale 
merchandising outlet. 


Several instances of sporadic price-cutting at points in 
Ontario and Quebec were described in some detail in the submissions 
made by The National Council of The Baking Industry as typical examples 
of the practice which was causing concern to the industry. In one case 
the information was supplemented by additional material presented to 
the Commission by the Director of Investigation and Research. This 
instance occurred in Montreal in January, 1954. On Monday, January 
25, 1954, Montreal daily newspapers carried advertisements by a 
chain store offering its private brand bread for "this week only'! ata 
reduction of 5¢ per loaf. One competing chain met this reduced price 
the same day, another chain, the following day and the fourth major 
chain operating in the Montreal area met the price on January 28. 
Independent stores, in a good many cases, also reduced their prices of 
bread and the situation persisted until the end of the week when the sale 
was concluded by the first chain. Prices of bread in chain stores were 
restored to the level existing prior to the sale the following week. The 
following table brings together in summary form the statistics secured 
by the Director for sales of private brand bread and bakers' bread, and 
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for total sales of all merchandise for the four chain stores included in 
the survey and, separately, for chain store ''A'', the chain store that 
initiated the price reduction and advertised it most extensively. 


Table 19. - Sales of Bread and Total Sales by Four Chain Stores, 
Montreal, January - February, 1954 


Average per 


Average per Sales during week for two 
week for two period of weeks follow- 
weeks pre- reduced ing period of 
ceding price bread price price reduc-. 
reduction Jan. 25-30 tion 
(loaves) (loaves) (loaves) 
Sales of private brand 
bread 
(1) Four chains - 120,700 raphe FA Ge, 132,000 
(2) Chain store '''A" - 67,830 149,490 71,450 
Sales of bakers' brand 
bread 
(1) Four chains - 39,300 26,000 38, 300 
(2) Chain store "A" - 26,800 14,700 26,700 
Total sales of all mer- 
chandise (dollars) (dollars) (dollars) 
(1) Four chains - 2,830,500 2,943,000 2,856,900 
(2) Chain store "'A'' - 1,640,500 1,706,900 1,644,900 


If the figures for the average of the two weeks preceding the 
price reduction and the figures for the week of the price reduction 
(January 25-30) are compared the following changes will be noted: 


(1) An increase in sales of private brand bread of approximately 
104,500 loaves, of which chain store "'A'' accounted for 
roughly 80%. During the week of the sale, chain store ''A"' 
more than doubled its sales of private brand bread while other 
chains increased their sale of private brand bread about 40%. 


(2) A decrease in sales of bakers! brand bread of approximately 


13,300 loaves, of which chain store ''A"' accounted for approxi- 
mately 90%. 


(3) An increase in total sales of approximately $112,500, of which 
chain store ''A'' accounted for approximately 60%. 


- 197 - 


Chain store ''A's'' share of the trade of the four chains taken together, 
in the two weeks preceding the price reduction was about 58%. Hence, 
despite gaining a very large proportion of the increase in sales of 
bread, its proportion of the total sales of the four chains in the week 

of the sale increased very slightly. One of the chain stores, in report- 
ing to the Director, pointed out that the week of January 25-30 wasa 
"pay-day'' week, when some increase in sales could be anticipated. 

In fact, the increase in total sales during the period January 25-30, 
1954, compared with sales in the two preceding weeks, appears to 

| follow much the same pattern as the increase in sales during the 
period January 26-31, 1953, as compared with sales in the two preced- 
ing weeks. Hence, it is not clear whether the increase in sales of 
chain stores in the period January 25-30, 1954, was affected by the 
reduction in the price of bread during the period. 


A comparison of average weekly sales for the two weeks 
preceding the week of January 25-30, 1954, and average weekly sales for 
the two weeks after the price reduction, shows the following changes: 


TE RR mS em eI 


(1) Average sales of private brand bread for the four chain 

a stores in the two weeks following January 25-30 were approxi- 
| mately 11,000 loaves higher than the average for the two 

| weeks preceding the price reduction. Of this increase, chain 
| store ''A'' accounted for approximately 33-1/3%, whereas its 
7 share of total sales of private brand bread in the two weeks 

| preceding January 25-30 had been about 56%. The sales of 
private brand bread by chain store ''A'' were about 5% higher 
than they were in the period preceding the sale while the 
sales of private brand bread by the other chains were about 
15% greater. 


(2) In the two weeks following January 25-30, average sales of 
bakers! brand bread which had declined during the period of 
the sale, rose to within 1,000 loaves of the average for the 
two weeks preceding the price reduction. Sales of bakers’ 
brand bread by chain store ''A'' came back almost to the level 


in the period preceding the sale. 


(3) Average total sales of all merchandise in the two weeks follow- 
ing the price reduction showed an increase of roughly $26,000, 
or less than 1%, over average sales in the two weeks preceding 
January 25-30. The sales of chain store "A'' as a proportion 
of the total sales of the four chains declined for the latter 
period as it secured only about 17% of the increase while its 

| proportion of total sales had been about 58% in the two-week 

| period preceding the reduction in the price of bread. 


In view of normal fluctuations in sales from one period to another, it 
does not appear that significance can be attached to the slight increase 
in total sales of the four chains in the period immediately following the 
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week in which the price of bread was reduced. In any event, the fact 
that chain store ''A'' had a very large increase in its sales of private 
brand bread during the week of reduced prices does not appear to have 
had any continuing effect in relation to the proportion of total sales 
which it secured in competition with other chains. Further, the infor- 
mation presented does not indicate any significant change in the total 
business of the four chain stores. 


The food chain initiating the price reduction explained to the 
Director that the feature sale of its private brand bread was part ofa 
general promotion of bakery products made exclusively for it bya 
manufacturer, and that as part of this promotional activity, the manu- 
facturer had made an allowance of 5¢ per loaf which the chain had 
passed on to its customers. Other chain stores and merchants received 
no such allowance from their suppliers and had to absorb the 5¢ reduc- 
tion in price themselves. In so far as the chain store initiating the price 
reduction was concerned, the sale of private brand bread at a very low 
price was a form of advertising, the cost of which was borne by the 
manufacturer, professedly in the hope of continuing increased business 
at a remunerative price inthe future. There was no deception of the 
public in the advertising. The limited period of the sale was indicated, 
and the public would clearly expect to pay the normal price onee the 
sale was over. In view of the special character of the relationship 
between the manufacturer of bread and the chain initiating the price 
reduction in this case, there may be some question as to the desirabi- 
lity from a social point of view of advertising in sucha form. There 
is little doubt that an organization conducting business ona very large 
scale in any market possesses power to create serious disturbance, 
particularly for smaller businesses with limited resources. There is, 
therefore, a responsibility on the large organization not to use its 
power in anarbitrary manner, aside from any legal requirements 
which may be imposed upon it. 


(b) Conclusions 


Three types of situation in the distribution of bread were re- 
presented to the Commission by The National Council of The Baking 
Industry as involving loss-leader selling to some degree, and as pro- 
ducing long-run effects of a detrimental nature. The three types were 
described as the price differential between chain store bread and 
bakers! brands of bread, particularly in Ontario and Quebec, the use 
of bread as gifts in promotional campaigns on the opening of new stores, 
and sporadic price reductions leading to local price wars. 


In regard to the first type of situation it was established that 
a differential in price between chain store bread and bakers!’ brand 
bread had existed in some markets for a great many years, and that 
the basis of cost had been examined in previous inquiries, and that it 
had not been established that any loss was involved in the sale of lower 
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priced bread. No new evidence relating to this aspect was submitted 

to the Commission and, as has already been mentioned, The National 
Council of The Baking Industry, ina later submission, qualified its 
earlier representations. The Commission has not considered it neces- 
sary, ina general inquiry into loss-leader selling, to make any detailed 
study of the bread-baking industry, but it has noted that the Royal 
Commission on Prices, which gave particular attention to this industry, 
concluded that ''the influence of those chains which operate their own 
bakeries is the most significant factor remaining'' in the determination 
of the price level in the industry. The Royal Commission on Prices also 
made the following comments on forms of competition in the industry: 


"The forms of competition which have developed among the 
large baking companies and merchandising organizations have had 
serious effects upon independent bakers who have not the resources 
to engage in the costly distribution methods of their larger rivals 
nor the volume of business which would enable them to compete 
with chain stores. The multiple baking companies distributing 
their products in many markets may engage in aggressive promo- 
tional activity to secure consumer patronage for their brands in 
a particular locality. The local baker with only that market to 
serve can not engage in the same tactics and hope to survive. In 
some cases, it appears, the only course open to him has been 
either to discontinue his business or sell out to the multiple 
company."! 


The two other types of situation in regard to which representa- 
tions were made by The National Council of The Baking Industry appear, 
in the main, to involve some forms of advertising by the gift of bread 
or its sale at a low price for a limited period. It is argued that these 
forms of advertising, by reason of the nature of the commodity and 
the magnitude of the operations of some firms employing such advertis- 
ing, create serious disturbances during the period of their employment 
and produce long-run effects. We are not convinced that, on the whole, 
advertising of these types alter significantly, either in time or nature, 
the trend of development in an industry or trade which is determined 
by more fundamental factors. The particular practices are not pecu- 
liar to the distribution of bread and are reviewed in their general 
aspects elsewhere in this report. 


The National Council of The Baking Industry put forward 
certain proposals for remedial mesures in its main brief and its later 
submission. These will be discussed in the section of the report 
dealing with the various proposals put before the Commission. 
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Pj) Reter weltes 


(a) Allegations of Loss-Leader Selling 


Delegations from the following associations and companies 
appeared before the Commission to make representations in regard to 
recent developments inthe distribution of cigarettes: Retail Tobacco 
Association of the Province of Quebec, The Toronto Retail Tobacconists 
Association, L'Association des Distributeurs de Tabac en Gros de la 
Province de Québec, L'Association des Marchands de Tabac en Gros 
de l'Est de la Province de Québec, Benson & Hedges (Canada) Limited 
and Genin Trudeau & Cie Limitée of Montreal. Submissions in regard 
to conditions affecting the sale of cigarettes were also included in the 
representations made by some other organizations. In addition, the 
Commission received letters and other submissions made by companies 
or individuals in regard to the same matter, and also heard evidence 
from A. R. Tilley, Vice-President, Imperial Tobacco Company of 
Canada Limited. The Director of Investigation and Research had also 
collected material on the trade in cigarettes and on the situation exist- 
ing in certain cities where price-cutting had been reported. 


The allegations as to loss-leader selling centre about the sale 
of what are termed standard brand cigarettes which are manufactured 
by Imperial Tobacco Company of Canada Limited, and affiliated com- 
panies, W. C. Macdonald, Inc., and Rock City Tobacco Company, Ltd. 
The group of Imperial Tobacco companies occupies a dominant position 
in the tobacco field in Canada. 


The sale of standard brand cigarettes, according to members 
of the trade, accounts for all but a very small percentage of the 
cigarettes sold in Canada, and approximately 77% of standard brand 
Cigarettes are put up in packages of 20's. 


Manufacturers of standard brand cigarettes, in general, made 
direct sales at two levels of prices. The lower price, which may be 
termed the wholesaler's or jobber's buying price, is the price charged 
to wholesalers or buyers accepted as wholesale purchasers. The 
higher price is charged certain retailers of tobacco products who have 
been accepted as direct buyers by the manufacturer, and are accorded 
what is termed the direct retailer's price. These direct accounts form 


a very small proportion of the total number of retailers of tobacco 
products. 


Until November, 1952, the group of Imperial Tobacco com- 
panies did not accept any food chain as a wholesale buyer, but some 
food chains were given the direct retailer's price. According to the 
evidence of Mr. Tilley, Imperial Tobacco had been studying this situa- 
tion since 1950, and in the summer of 1952 the Company reached a 
decision that, at a convenient time, it would grant its wholesale price 
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to certain food chains for delivery of tobacco products at a central 
warehouse. This decision had not been put into effect when some food 
chains began the importation of American Cigarettes, which action, 
Mr. Tilley said, had the effect of leading Imperial Tobacco to expedite 
its announcement to six food chains that henceforth purchases for 
delivery at a central warehouse could be made at the more favourable 
wholesaler's price. Upto the time of Mr. Tilley's appearance before 
the Commission in September, 1954, no other food chains or group of 
food retailers had been granted the wholesaler's price. Mr. Tilley 
said that the six chains so recognized had been buying previously at 
the direct retailer's price, and that the action of Imperial Tobacco in 
extending the wholesaler's price to them was followed soon after by 
other tobacco manufacturers. 


At the time hearings were held by the Commission the two 
levels of prices charged by Imperial Tobacco for standard cigarettes 
were as follows: 


Equivalent Price Per 
Per 1,000 Package of 20's 


$ ¢ 
Wholesaler's Price 13.48 26.96 
Direct Retailer's Price 14.00 28.00 


Similar prices were in effect for standard brand cigarettes 


made by other manufacturers. The ''regular'' price charged by jobbers 


of cigarettes to retailers was $14.55 per 1,000 (29.10¢ per package of 
20's), and the suggested retail price was 33¢ per package of 20's, 
apart from any provincial tax. 


It may be mentioned that food chains operating central ware- 


houses are normally granted full wholesale buying prices by manufac- 
turers, and that the refusal of tobacco manufacturers until November, 


1952, to grant the full wholesale price to food chains was a marked 
exception to the general situation. It may also be mentioned that groups 
of retailers operating a central warehouse are commonly recognized as 
wholesale buyers for goods delivered to such warehouses. 


Following their acceptance as wholesale buyers by cigarette 
manufacturers, the six food chains had a lower cost price for cigarettes 
than had previously been the case. They had, of course, the burden of 
warehousing the products and making distribution to their individual 


retail stores. 


It was not long before some chain stores having the advantage 


of a more favourable buying price began to reduce their price to 


consumers below the retail price suggested by the manufacturer. How- 


ever, it does not appear that such reductions became particularly 
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widespread until the lowering of excise taxes on cigarettes in February 
1953, and the further reduction in the manufacturer's price of standard 
brand cigarettes. Shortly thereafter the Director of Investigation and 
Research began to receive complaints from certain localities about 
reductions in prices of cigarettes by chain stores, leading to wide- 
spread reductions in prices among vendors of cigarettes or to loss of 
business by retailers not in a position to make such reductions. Com- 
plaints of retailers were supported by certain wholesalers or groups of 
wholesalers who foresaw a loss in their business if food chains increase 
their sules of cigarettes. Similar representations were made to the 
Commission. 


By reference to the information already given as to manufac- 
turer's selling prices for standard brands of cigarettes, the margins 
available to a food chain buying at the manufacturer's wholesale price 
and selling at specified retail prices can be readily determined. We 
may take for purposes of illustration the situation with respect toa 
large food chain operating in Vancouver which has been selling 
cigarettes at 31¢ per single package, 89¢ for 3 packages and $2.95 per 
carton of 10 packages. The relative margins at these prices are shown 
below: 


Unit of Sales 


Single Three Carton 
Package Packages 10 packages 
¢ ¢ 
Cost Per Package 
Delivered at Warehouse 26.96 26.96 26.96 
Equivalent Retail Price SiO 29.66-2/3 29.50 
Percentage Margin on 
Selling Price 13.03% 9.13% 8.61% 


In the case of Toronto, the Commission was informed during 
the hearings that one food chain was selling cigarettes at $2.99 per 
carton and some other chains were selling at $3.09. The margins at 
these prices on the basis already given would be 9.83% and 12.75% 
respectively. In the Province of Quebec there isa provincial cigarette 
tax of 10% of the retail price with fractions of a cent being computed as 
one cent, but, apart from this factor, the situation as described to the 
Commission was much the same as in the illustrations already given. 


| The margins available to an independent retailer, purchasing 
cigarettes at the direct retailer's price from the manufacturer or at the 
‘‘regular'' jobber's price from a wholesaler and attempting to sell at 
the same prices as the reduced chain store price, would be substan- 
tially reduced in comparison with the margins at the manufacturer's 
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suggested retail price of 33¢ per package. This may be seen by com- 
paring the examples of selling prices just given with the prices to the 
trade mentioned earlier. The following table is illustrative: 


Cost per Percentage Margins with 
Package Retail Selling Prices of:- 
¢ ¢ ¢ ¢ 


33.00 31.00 29.66-28 29.50 


¢ % % % % 
Retailer Buying at 
"Direct Retailer's Price'' 28.00 15.15 9.68 5.62 5.08 
Retailer Buying at 
"Regular Jobber's Price" 29.10 Wey? 6.13, yeehi99t 1.36 


For the purpose of establishing more clearly what changes in 
selling patterns were produced by reductions in the prices of standard 
brands of cigarettes below levels previously prevailing, the Director of 
Investigation and Research made surveys in 1953, of the sale of cigaret- 
tes in Winnipeg and Vancouver and also secured information from two 
chain stores and an individual retailer in Central Canada. Descriptions 
of the surveys and the detailed statistics obtained are given in the 
Green Book so that only the summary results are referred to here. 


Winnipeg. On February 28, 1953, a large chain store adver- 
tised for one day a reduction in the price of cigarettes in its Winnipeg 
stores from 33¢ per package to 3 packages for 89¢ to meet a similar 
reduction made previously by an independent store in that city. Between 
March 3 and 16, cigarettes were advertised by the chain store for one 
or two days at a time at 2 packages for 59¢. On the latter date a 
regular price of 3l1¢ was established and subsequently cigarettes were 
advertised for two days at 3 packages for 89¢ which became the regular 
price on March 25. On March 30, the chain store established a regular 
price of 32¢ per package in its Winnipeg stores. 


Representations were made to the Director that independent 
retailers were unable to meet the reduction in the price of cigarettes 
and were suffering serious declines both in their sales of cigarettes and 
in sales of other merchandise as well. Inan effort to secure as com- 
plete statistical information as possible the Director sent a question- 
naire to approximately 80 retailers in Winnipeg but only 5 questionnaires 
were fully completed and returned. The Director considered that these 
few returns provided a very narrow basis for generalization but thought 
that the information they contained might suggest the nature of the 
impact of the price competition that developed in the sale of cigarettes 
in Winnipeg. All 5 returns were received from combination grocery 
and meat stores for which sales of cigarettes accounted for an average 
of approximately 7% of their total sales. Only one of the 5 retailers 
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reduced the price of cigarettes. The sales information received was 
tabulated for three periods - Period 1, preceding the reduction in 
price of cigarettes; Period 2, the time between the first reduction in 
price and the increase in price by the chain store to 32¢ and Period 3, 
following the increase to 32¢. Inthe following table sales during 
Period 1 are shown as 100 and for other periods as percentages of 
sales in Period 1. The manufacturers' suggested price of cigarettes 
was 39¢ per package prior to the reduction in excise taxes and manu- 
facturers' prices on February 23, 1953, when it became 33¢. 


Table 20. - Sales of Cigarettes and Total Sales of Five Independent 
Retailers, Winnipeg, February - April, 1953 


Period 1 Period 2 Period 3 
Cigar- Cigar- Cigar- Cigar- Cigar- Cigar- 
ette ette otal ette ette Total ette ette To 
Price Sales Price Sales’ Sales Price Sales t 


(1) (2) (3) (1) (2) (3) (1) (2) 


Per 39¢ 100.00 100.00 30¢ bEESSO/GBaevl 33¢ 124.00 10 
Diem | 
Sales of 


Retailer 
WAM 


Per 39¢ 100.00 100.00 33¢ 74.39 93.92 33¢ 82.42 9 
Diem 

Sales of 

"the 

Others"! 


The retailer who reduced prices, Retailer ''A'', reported an 
increase in cigarette sales during Period 2, but a decline in total sales 
somewhat greater than the other retailers who did not reduce prices 
and whose cigarette sales declined substantially. In Period 3, when 
all retailers reported selling cigarettes at 33¢ the first retailer had 
a further increase in sales of cigarettes and an increase in total sales. 
The other retailers also reported increases in both classes of sales 
but to a lesser extent. It is clearly not possible to draw any general 
conclusions from such a few returns. } 


as 


The Director received information from the chain store making 
the price reductions for four-week accounting periods which was the 
basis on which the chain store maintained sales data. The periods in 
1953 did not coincide with the dates of the price changes in cigarettes, 
but as comparative data for 1952 were received it was considered 
that any significant changes would be reflected in the periods most 
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closely approximating the times of the price changes. The following 
table shows the changes in sales of cigarettes and total sales, 

sales in both cases taken as 100 for the four-week period ending 
January 26, 1952: 


Table 21. - Sales of Cigarettes and Total Sales of One 
Chain Organization, Winnipeg 


Four Weeks Sales of Total 
Ending Cigarettes Sales 


(Sales in dollar volume for the 4-week period 
ending January 26, 1952 = 100) 


January 20, 1952 100 100 
January 24, 1953 94 108 
February 23, 1952 92 111 
February 21, 1953 HD sa sk ay. 
March 22, 1952 105 114 
Marchizi. 1953 336 120 
April 18, 1953 231 123 
May 16, 1953 139 124 


In the four-week period ending March 21, 1953, there was a 
very sharp rise in cigarette sales, compared with preceding periods 
in 1953, and comparable periods in 1952. Total sales in the same 
period also increased but it will be noted that total sales had also in- 
creased in comparable periods in 1952. Approximately half of the 
increase in total sales in the period ending March 21, 1953, were 
accounted for by the increase in the sale of cigarettes so that the re- 
mainder is not out of line with the rise in sales which had taken place 
independently of reductions in cigarette prices. In the periods follow- 
ing the change in the price of cigarettes to 32¢ per package on March 
30, 1953, there was a considerable falling off in sales of cigarettes, 
compared with the period ending March 21, 1953, although the level 
remained higher than in the period preceding price reductions. Total 
sales, however, continued to increase which suggests that the reduc- 
tions in prices of cigarettes had not had a very strong effect on the 
total business done by the chain store. 


Vancouver. The same chain store which reduced prices of 
cigarettes in Winnipeg in February, 1953, reduced prices in Vancouver 
on March 19, 1953, from 33¢ per package to 3l¢ for a single package, 
89¢ for 3 packages and $2.95 for a carton of 10 packages. Representa- 
tions similar in nature to those made by retailers in Winnipeg were 
received by the Director anda statistical check on the effect of the 
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reduction in cigarette prices on sales of independent retailers was 
attempted in Vancouver along the same general lines as in Winnipeg. 
A questionnaire was sent to approximately 80 retailers. Complete 
returns were received from 12 retailers which was considered too 
small a number to provide a basis for confident generalizations, but 
again it was thought that the limited statistical information might indi- 
cate roughly some of the changes in the trade. 


The Director stated in the Green Book (pp. 224-225): 


"Of the twelve completed returns, six were received from 
retailers of groceries or groceries and meats whose sales of 
cigarettes accounted for approximately 10 per cent of their total 
sales, three were received from drug stores for which cigarettes 
accounted for approximately 11 per cent of total sales, one was 
received from a retailer of confectionery whose sales of cigarettes 
reached 21 per cent of his total sales, one was froma restaurant 
for which cigarettes accounted for just over 24 per cent of total 
sales, and one was received from a tobacconist whose sales of 
cigarettes were just over 69 per cent of his total sales. 


Six retailers reduced prices in the second period to 31 cents 
(plus tax). Of these, five were grocery outlets and one was a 
drug store. An additional three retailers - grocery and meat, 
confectionery, and tobacconist - reduced their prices in the third 
period, and three retailers - restaurant, grocery and meat, and 
confectionery - had not reduced their prices at the time the 
questionnaires were returned to the Director."! 


As the experience of one retailer, ''A'', who reduced prices, 
diverged so much from that of the other five, a separate index was 
prepared for his sales data. The following table shows the changes in 
sales for the respective groups of retailers during the periods indi- 
cated. Sales in the period March 2 to 14, 1953, are taken as 100: 
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Retailer ''A'' showed a large increase in sales of cigarettes 
in the second period, after reducing prices, and also an increase toa 
lesser extent in total sales. Sales of cigarettes fell off in the third 
period, although remaining above the level of the first period and total 
sales declined almost to that level. The other retailers who reduced 
prices during the same period had a substantial decline in sales of 
cigarettes in spite of the reduction and in total sales as well. It will be | 
noted that the sales of these five retailers declined more in the second 
period than those of the retailers who had not reduced prices at this 
time. Inthe third period, sales of cigarettes and total sales of the 5 
retailers were approaching the levels of the first period. 


The total sales of retailers who did not reduce prices in the 
second period remained relatively stable for 3 retailers and declined 
10% in the case of the others. Sales of cigarettes declined in both cases 
in this period although, again, toa lesser extent in the case of the 
first three. Those retailers who waited until the third period to reduce 
prices hada significant decrease in total sales in this period and a 
further, but lesser decline in sales of cigarettes. The sales of the 
remaining three who did not reduce the price of cigarettes showed no 
further decline in total sales although sales of cigarettes continued to 
drop. 


Information on sales of cigarettes and total sates was ob- 
tained by the Director from the chain store making the price reduction 
on March 19, 1953, for its stores in the city of Vancouver during the 
two-week period preceding the reduction in cigarette prices and for 
succeeding two-week periods up to May 30, 1953. The following table 
shows changes in sales during these two-week periods with sales in the 
period March 5-18, 1953, takenas 100: 


Table 23. - Sales of Cigarettes and Total Sales in City of Vancouver, 
Twenty-Eight Stores of Chain, March - May, 1953 


Two Weeks Sales of Total 
ending Cigarettes Sales 


(Sales in the period March 5-18, 1953 = 100) 


March 18, 1953 100 100 
Aprit 1,: 1953 1,062 108 
April 18, 1953 443 103 
May 2, 1953 443 103 
May 16, 1953 452 105 
May 30, 1953 438 100 


The index of sales of cigarettes for the two-week period, 
March 19 - April 1, 1953, shows a ten-fold increase, while total sales 
increased only 8% which was less than the increase in dollar value of 
Cigarette sales. In the subsequent period sales of cigarettes dropped 
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| sharply but were about four times larger than in the first period. 

| Total sales in three of the four periods following the reduction in 

| cigarette prices were larger by about the amount of the added value of 

| cigarette sales than in the base period, but in the fourth period were 
about the same as in the base period. The Director concluded that 
there was no positive evidence that the reduction in the prices of cigar- 
ettes had attracted to the chain store sales of other lines of goods, 
such as groceries and meats. 


Central Canada. As previously mentioned, in addition to 
making surveys in Winnipeg and Vancouver, the Director secured in- 
formation as to experiences of retailers during periods when prices of 
cigarettes were reduced in three individual cases. These related to 
Central Canada and included one large food chain, one local chain and 
a drug store in Ontario. 


The food chain, which operated stores in Quebec and Ontario, 
| had the following prices for standard brands of cigarettes between 
January 2, 1952, and March, 1953, in relation to the ''regular'' or 
manufacturers! suggested retail prices. 


| "Regular"! 
Price Prices of Chain Store 
Quebec Stores Ontario 
(excluding provin- Stores 
cial tax) 
¢ ¢ ¢ 
January 2, 1952 42 is 41 41 
April 10, 1952 39 39 B9 
Janveary.5,,.1953 39 36 36 
February 23, 1953 33 33 33 
Marceche2;,7.1953 33 Sil 30 


It was indicated that ina few instances, owing apparently to local com- 
petitive conditions, cigarettes were sold at prices lower than those 


listed above. 


Comparative figures for sales of cigarettes and for total 
sales of all merchandise were obtained by the Director for March, 
1953, when cigarettes were being sold at reduced prices and for the 


preceding months in 1953, as well as for corresponding months in 


1952. The following table shows the sales of cigarettes and total sales 


in the respective periods: 
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Table 24. - Sales of Cigarettes and Total Sales, Food Chain, 
Central Canada 


Sales of Cigarettes 
(Quebec provincial 


tax included Total Sales 
January, 1952 Zi 200 L572 2165 
January, 1953 67,921 1,993,695 
February, 1952 21,633 1,636,080 
February, 1953 83,083 2,165,429 
March, 1952 ToRec 1,669,871 
March, 1953 88,221 291 86E567% 


The Director pointed out in the Green Book that information 
was not presented as to the numbers of stores operated in each period. 
Nevertheless he considered that the following comments could be made 
on the figures obtained (Green Book, pp. 260-261): 


"While total sales were rising from January to March, 1953 
over the same period in 1952, from a 25 per cent increase in 
January toa 30 per cent increase in March, cigarette sales were 
increasing more noticeably. The increase for January, 1953, 
when a 3 cent reduction below the 'regular' price was adopted was 
over 200 per cent and by March it was almost 400 per cent. During 
the three months of 1952 for which we have information, cigarette 
sales accounted for between 1.09 and 1.35 per cent of total sales; 
for the three months of 1953, cigarettes had increased greatly in 
importance, accounting for between 3.41 and 4.03 per cent of 
total sales." 


The local chain from which information was obtained by the 
Director operated grocery stores in Ontario. The selling prices of 
cigarettes as established by this chain in comparison with the regular 


retail prices from January, 1952, to February, 1953, are shown as 
follows: 


Regular Price Chain's Price 


¢ ¢ 
January 1, 1952 42 40 
April 10, 1952 39 35 
February 24, 1953 a3 29 


It is pointed out by the Director that during the period 
January to April, 1952, cigarettes were sold bya vending machine. 
The chain reported that sales of cigarettes in this period were small 
and separate sales figures were not compiled. The only information 
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given for this period was the value of purchases of cigarettes for the 
period January to April, 1952. The following table gives the value of 
cigarette sales by months from January to March, 1953, and the value 


of total sales for the same months and for corresponding months in 
gD 2" 


diabtead2e,-rpa lee tot Cigarettes‘and Total Sales; Chaim store, 
Ontario 
Sales of Cigarettes Total Sales 
$ $ $ $ 
vanuary,) 1952 - 62,306.54 
January, 1953 7,930.15 96,415.44 
February, 1952 - COPEL AZ 
February, 1953 10,589.69 99,886.77 
March, 1952 - Tt Teoon tS 
March, 1953 19,858.59 118,569.12 
April, 1952 4,549.85(1) 73,904.08 
mpril, 1953 17,094.13 112g 592-69 


GH Total purchases for the four-month period January - April, 1952 
(inclusive). 


The Director made the following comments on the figures 
contained in the above table (Green Book, p. 259): 


"Cigarette sales in 1953 not only showed a very large in- 
crease over the 1952 figures but they rose from about 8 per cent 
of total sales in January, 1953, to about 16 per cent in March, 
1953. The rise in total sales in 1953 compared month for month 
with 1952 varied between approximately $30,000 and $40,000 per 
month, or an increase of roughly 50 per cent in 1953 over sales 
for comparable months in 1952. In January, 1953, the increase 
in cigarette sales accounted for about one-quarter of the increase 
in total sales; in February, for about one-third; and, in March 
and April, 1953, increases in cigarette sales accounted for 
roughly one-half of the increase in total sales. In other words, as 
sales of cigarettes increased, sales of other products failed to 


show a similar proportionate rise." 


The drug store in Ontario from which the Director obtained 
information was unable to give the precise dates on which prices of 
cigarettes were changed but reported that in the period after January 1, 
1953, when the regular price of cigarettes was 39¢, its price was 36¢, 
when the regular price was 33¢, its price was first 3 packages for 95¢, 
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and later 30¢ per package. 


Sales of cigarettes and total sales of this drug store by 
months from January to March, 1953, with comparative figures for the 
same months in 1952, are shown in the following table: 


Table 26. - Sales of Cigarettes and Total Sales, Drug Store, 
Ontario 
Sales of Cigarettes | Total Sales 
$ $ $ $ 
January, 1952 1,050 10,850 
January, 1953 2,060 br 360 
February, 1952 by050 LO, 100 
February, 1953 22600 12,630 
March, 1952 950 10,140 
March, 1953 4,750 15,680 


The Director made the following comments on the changes in 
sales figures shown in the table (Green Book, p. ZO.L): 


"Cigarette sales during the first three months of 1952 ran 
at about $1,000 per month. By January, 1953, sales had approxi- 
mately doubled and by March, 1953, had reached a level approxi- 
mately five times that of March, 1952. Total sales in January, 
1953,were roughly $2,500 above sales in January, 1952, and about 
$1,000 of this increase was in cigarettes. In February, 1953, 
total sales were again about $2,500 more than sales in February, 
1952, and cigarettes accounted for about $1,500 of this increase. 
In March, 1953, total sales were up sharply by about $5,500 over 
the comparable period in 1952, and of this increase about $3,800 
was due to the rise in cigarette sales. For the three months in 
1952, cigarette sales accounted for from 9.37 to 10.39 per cent of 


total sales, as compared with from 15.42 to 30.29 per cent of 
tOtal ‘salee in. 1953... 


According to information secured by the Director of 
Investigation and Research, a number of wholesalers of cigarettes in 
Vancouver reduced their selling prices to retailers from $14.55 per 
1,000 to $14.00 after the reduction in retail prices by a large chain 
store in March, 1953. Retailers buying at this lower price would be in 
a similar position to dealers buying at the direct retailer's price as 
illustrated in the example at the beginning of this section. The jobber, 
of course, reduced his customary margin about one-half in order to 
supply retailers at this lower price. Inthe example cited by the 
Director, the jobber's margin was reduced from 7.35% of selling price 
to 3.71%. While tobacco jobbers insisted that distribution of cigarettes 
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could not be maintained on such a narrow margin, the Commission 
received indications that in the distribution of grocery products what 
had been regarded as customary margins were being reduced, and, as 
the wholesale distribution of cigarettes was being allied, ina good many 
cases, with the distribution of groceries, the margin on cigarettes 
might be similarly influenced. This would not necessarily give the 
independent retailer a cost equivalent to that of the chain store unit, 

but it would place him with respect to the cost of cigarettes in some- 
what the same position that he has occupied with respect to the cost of 
grocery products. 


Since the conclusion of the hearings the Commission has 
received information that in December, 1954, a wholesale grocery 
company with branches throughout Ontario reduced its margin on 
cigarettes from 7.35% to 4.60%, and that in January, 1955, two large 
wholesale organizations with extensive operations in Western Canada 
reduced their prices of cigarettes to approximately the same extent. 


While the narrowing of the wholesale margin on cigarettes 
by large wholesale organizations places the retailers served by them 
in a better competitive position to meet the lower price competition of 
the large chain stores, it undoubtedly increases the difficulties of 
specialized tobacco jobbers who were already affected by whatever loss 
of volume in the business of their clients had been caused by increased 
distribution of cigarettes through chain stores.(!) It was contended by 
representatives of tobacco jobbers that the wholesale margin of 7.35%, 
suggested by the manufacturers, was a relatively small margin and 
that their operating expenses were such that it would be impossible for 
them to meet the low prices currently being offered by wholesale 
grocers and others, and continue profitable operations. The position 
now being faced by the tobacco jobbers is somewhat similar to that 
faced by the wholesale grocers when the rapid development of the chain 
store and the cash and carry sale of food products brought about wide- 
spread adjustments at all levels of food distribution. The cost of dis- 
tribution of food products through both chain store warehouses and 
independent wholesalers was greatly reduced under the force of compe- 
tition, and the drive for greater economies continues unabated, one 
phase of which is demonstrated by the investments being made by 
chain store companies and independent wholesale grocers in improved 
warehouse and distributive facilities. The force of competition in 
lowering wholesale charges, in another field, was illustrated to the 
Commission by the representatives of Drug Trading Company Limited, 


(1) Dominion Bureau of Statistics figures for sales of tobacco and 


confectionery jobbers show that for the Western Provinces as a 
group the level of sales for the year 1954 as a whole was slightly 
higher than in 1953, while for the rest of Canada sales in 1954 were 
from 2 to 3% lower than in 1953. For December, 1954, alone, com- 
pared with the same month in the preceding year, sales were very 
slightly higher in the Maritimes and Quebec, taken together, and in 
the Western Provinces, and were 2% lower in Ontario. 
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a co-operative wholesale buying organization operated by a group of 
retail druggists. One of the purposes in forming Drug Trading 
Company Limited was to pass on to the members part of the wholesale 
discount. This co-operative organization has expanded its operations 
since its beginning in 1904 and now has about one-third of the drug- 
gists in Canada as members. In order to offer as favourable terms as 
those available through co-operative membership, independent whole- 
sale druggists have had to reduce their margins and give their clients 
the same discount that is granted by Drug Trading Company Limited. 


Until the development of chain store competition in the sale 
of cigarettes, the wholesale distribution of tobacco products had been 
carried on over very extensive periods under the uniform wholesale 
margins suggested by the tobacco manufacturers. Now such distribu- 
tion is being affected by active price competition in the same way as is 
the case of other kinds of consumer goods. The entrance of price 
competition into a field from which it has been absent for an extended 
period is likely to lead to changes both in methods and channels of dis- 
tribution and also in the scale of distributive margins. It may be that 
in some circumstances the distribution of cigarettes can be handled 
more efficiently in connection with the distribution of other lines which 
are the subject of frequent and regular purchase by consumers. 

There is no question that some food products are being distributed by 
some wholesale organizations at margins lower than those now being 
offered in the case of cigarettes. In other cases and for other classes 
of retailers it may be that somewhat larger margins will be required 
to provide the necessary wholesale services in connection with the 
distribution of tobacco products. Ina competitive market it is 
expected that wholesalers will tend to specialize in those functions of 
distribution which they can perform most effectively. It has been sug- 
gested by some representatives of wholesale jobbers that the influence 
of an open market in this field should be checked by the maintenance 

of an arbitrary wholesale margin in the distribution of cigarettes. Not 
only would this make it impossible for retailers selling cigarettes to 
secure whatever savings may be possible through lower cost methods 
of wholesale distribution, and thus prevent them from competing more 
effectively with chain stores, but it would place the distribution of 
tobacco products in a protected field distinct from other classes of 
trade. Unless the same control was placed over chain store distribu- 
tion, the proposal, of course, would be self-defeating and, as we point 
out elsewhere, we do not believe that the public should be deprived of 
price competition in the sale of tobacco products. 


(b) Conclusions 


The principal feature, with respect to the distribution of 
cigarettes, which is evident from the information and submissions 
presented to the Commission, is the appearance of a new competitive 
element in a trade which in the past has been characterized by the 
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absence of price competition in the sale of standard lines. This new 
situation has been the result, in large measure, of the action late in 
1952, of tobacco manufacturers granting to certain food chains their 
wholesale buying terms for deliveries of cigarettes to central ware- 
houses. These food chains had long been generally recognized as 


wholesale buyers by other suppliers from whom they obtained the goods 
they distribute. 


The fact that up to the end of 1952, cigarettes were distri- 
buted generally at more or less commonly accepted prices, which did 
not make any distinction as to the nature of the service received by the 
consumer or the quantities in which purchases were made, did not 
maintain a static situation in so far as outlets for cigarettes were con- 
cerned. The buying habits of the public do not remain fixed and it is 
probable that increased activity by food chains in the distribution of 
cigarettes from 1953 on merely gave added emphasis to a trend which 
was already in progress. In this connection the census figures for 
certain classes of business may be noted. Two kinds of business which 
have been substantial outlets for tobacco products, including cigarettes, 
have been tobacco stores and stands and confectionery stores. For 
the kinds of business for which sales of cigars, cigarettes and tobacco 
were tabulated in the 1951 Census of Distribution, the sales of tobacco 
stores and stands accounted for 25.7% of the total sales of such pro- 
ducts reported. The sales of confectionery stores accounted for Ne ae 
The figures for the last three decennial censuses show the following 
changes in the numbers of such stores in the period between 1930 and 
1951 for Canada as a whole and for the provinces of Quebec and Ontario: 


Table 27. - Number of Tobacco Stores and Stands and Candy, Nut 
and Confectionery Stores, Quebec, Ontario and 


Canada, 1930, 1941 and 1951 


Candy, Nut and 


Year Tobacco Stores and Stands Confectionery Stores 
Ganadam Quebec Ontario Canada Quebec Ontario 
1930 2,420 S71 15290 8,981 4,105 2PEOS 
1941 4,239 14359 1,909 PL, 588 5,730 2,554 
195! 29330 471 1,436 8,996 4,669 oYUST 


It is of some interest to note the shifts in numbers of similar 
classes of stores in the United States where the trend toward self- 
service type of operation has probably preceded the movement in the 
same directionin Canada. Thé figures*in the table below are those 
from the reports of the Census of Business for the years indicated. 


- 216 - 


Table 28. - Number of Cigar Stores and Stands and Candy, Nut 


and Confectionery Stores, United States 
1929, 1939 and 1948 


Candy, Nut and 


Year Cigar Stores and Stands Confectionery Stores | 
P29 33,248 63,2605 | 
oy Be 18,504 48,015 | 
1948 14,526 32,876 


The submissions made to the Commission expressing concern 
over recent developments in the distribution of cigarettes divided 


sharply in the view taken as to the selling prices of cigarettes in chain 
stores and as to proposals for dealing with the situation. The view of 
the Retail Tobacco Association of the Province of Quebec, which was 
shared by jobbers in that province and in certain other sections, was 
that chain stores were taking an unreasonably low margin in selling 
cigarettes when compared with the over-all gross margin on their 
operations. The further view was expressed that cigarettes are distri- 
buted through a great variety of small stores operating with very 
limited resources and purchasing ona hand-to-mouth basis. Such 
stores, and the wholesale suppliers who must conduct their operations 
to meet the needs of the small outlets, have no possibility of modifying 
their costs to meet the present competition of chains in the sale of 
cigarettes. It was proposed by this group and others of similar view 
that measures should be found which would prevent any price Comp S lee 
tion among retail outlets in the sale of cigarettes. 


On the other hand, in the submissions on behalf of The 
Toronto Retail Tobacconists Association, it was admitted that chain 
stores might find it profitable to sell cigarettes at the prices they were 
charging. This group did not make any proposals for the limitation of 
price competition in the sale of cigarettes, but contended, rather,that 
the opportunities given by tobacco manufacturers to food chains, 
enabling them to buy ona wholesale basis, should be made available to 
any responsible group of retailers which could meet all necessary 
requirements for wholesale buying and assume in an effective manner 
the responsibility of warehousing and delivery. 


It is well-known that in every line of trade there are 
variations in markups among the different lines of merchandise handled. 
Products which are bulky, slow-moving and require special handling or 
servicing normally carry a higher markup than goods which have a 
rapid turnover and are easy to stock and handle. The Commission was 
struck by an example given in the brief of one food chain to support 
the contention that cigarettes at $2.95 per carton were much more pro- 
fitable than the average grocery item stocked. It was pointed out that 
with a selling price of $2.95 the margin over cost for a carton of 


= Bit = 


cigarettes was 26¢, whereas a carton of individual cereals of about 
the same bulk and weight had a margin of only 5-2/3¢. The brief then 
stated: 


"Even though percentage-wise, cigarettes in cartons carry 
only an 8% markup compared to 14% for the cereals, it is plain 
that in dollar and cents terms, cartons of cigarettes have the 
larger spread, with 26¢ against 5-2/3 cents. 


When relative turnover is considered, we find that cigarettes 
are one of the fastest moving items in the store, even faster 
than variety packages of cereals." 


A further comparison was made of the relative costs and 
selling prices per ton of groceries and cigarettes for one division of 
the chain, which showed that the gross margin per ton of groceries 
handled was about $69, while the gross margin for cigarettes at $2.95 
per carton was $635. The comment was then made: 


"When the much greater gross per ton of cigarettes is 
considered, against their rapid turnover and ease of handling, 
it is obvious that cigarettes are much more profitable than 
the average grocery item stocked. . ."' 


It must be noted, of course, that the average cost of a ton 
of groceries was $394, whereas the cost of a ton of cigarettes was 
$6,563, so that the amount of investment has to be taken into considera- 
tion as well as the gross margin and rapidity of turnover. This 
example is not cited as conclusive, but merely to indicate that a per- 
centage markup, in itself, cannot be taken as the measure of profitable- 


ness or unprofitableness. 


The Commission does not consider that there are sound 
reasons from the viewpoint of the public interest to distinguish the 
distribution of cigarettes from the trade in other goods. The consumer 
is as much interested in making purchases of cigarettes in a competi- 
tive market as in the purchase of other goods. As the sale of cigarettes 
in cartons has demonstrated, there are a great many consumers who 
desire to make their purchases at the lowest possible price with the 
minimum of service. When a commodity is sold at the same price 
regardless of the service given or the quantity purchased at any one 
ied the opportunity of making a choice 
between more service and a lower price. This is not to say that 
being given a choice all consumers will necessarily choose the lower 


onsumers who are more interested in making their 
ocation of 


time, such consumers are den 


price. -There are c 
purchases from the viewpoint of convenience both as to the lo 
the outlet they patronize and the time at which they make their pur- 
chases. It is desirable that there should be retail outlets to serve 
such demands, and there is no reason why they should not continue to 
exist to such an extent as the patronage of the public will warrant. 
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This does not require, however, that the public should be denied the 
opportunity of benefitting, if consumers so desire, from lower selling 
prices which are possible through different types of distribution. 


One of the surprising features in the situation is that the 
recognition of chain stores as wholesale buyers of tobacco products 
should have taken place at sucha late stage in the development of the 
chain groceterias. Many of the comments which were made during the 
course of the hearings in regard to the trade in cigarettes were very 
similar to those made during the early stages of the development of the 
chain store, when it was freely predicted that the eventual outcome 
would be the disappearance of the independent merchant. The figures 
cited at the beginning of this chapter show that, by and large, there 
has been concurrent growth both in the business of the corporate chain 
and the independent merchant. At the same time it must be recognized 
that it was possible for the independent merchant to make the adjust- 
ments required by the competitive market, because he had the oppor- 
tunity to try out new methods, either with the assistance of wholesale 
suppliers or through co-operative effort by a group of independent | 
retailers. We have already referred to some indications that whole- 
salers of tobacco products are attempting to find methods to reduce the 
cost of cigarettes to independent merchants who wish to compete in 
more direct fashion with chain stores selling cigarettes at reduced 
prices. It may be mentioned in passing that often chain stores offer 
reduced prices only for carton sales of cigarettes and charge a higher 
price for individual packages. While it may be expected, therefore, 
that there will be further developments in connection with the distribu- 
tion of cigarettes by jobbers, there appears to be no opportunity fora 
group of retailers by co-operative effort to endeavour to reduce their 
costs of merchandising. This is due to the fact that tobacco manufac- 
turers, so far, have refused to accept as wholesale buyers any group 
of retailers already operating a central warehouse for the handling of 
other products or anxious to do so in the case of cigarettes. The 
tobacco manufacturers have also been unwilling to indicate the condi- 
tions under which they would accept as wholesale buyers a co-operative 
group of retailers. The representative of the principal manufacturer, 
when he appeared before the Commission, stressed the perishability 
of tobacco products and the difficulties of ensuring freshness at the 
time of sale toa consumer. These difficulties he thought would be 
increased if a still larger number of accounts was sold directly by the 
manufacturer. The manufacturer's representative went on to state 
that nobody could suggest where to draw the line if recognition began 
to be extended to groups of retailers. We do not think that possible 
beneficial developments should be held up completely for these reasons, 
and we think that, in the circumstances it might be desirable for the 
manufacturers to allow experiments in this direction to be carried out, 
even at the risk of possible failure, although there should be safeguards 
to a reasonable extent against such an outcome. We believe that it is 
the function of business management to accept the responsibility of 
drawing the line, and it becomes the more necessary to accept this respol 
sibility when the sources of supply are few, as is the case with cigarettes 


CHAPTER VIII 


MEASURES TO CURB LOSS-LEADER SELLING 
PROPOSED TO THE COMMISSION 


1, Attitudes Toward Measures to Deal Specifically with 
Loss-Leader Selling 


There were marked contrasts in the views of those 
appearing before the Commission in regard to the desirability of 
measures to deal specifically with ''loss-leader" selling, regardless 
of the particular definition or description given to the practice, 

These differences were not related directly to the attitude taken with 
respect to the consequences or degree of price-cutting. Among those 
who expressed the view that attempts to deal with the practice of loss- 
leader selling by legislation would be undesirable were persons or 
organizations who thought that price-cutting, either present or 
prospective, was of such a nature as to produce detrimental results, 
as well as others who felt that the practice of loss-leader selling was 
not being employed in such a way as to create any ill effects of a 
consequential character, 


It appeared to be the general view of those who did not 
favour specific measures directed against loss-leader selling that, 
inasmuch as it was extremely difficult, if not impossible, to find 
a satisfactory definition of the practice in terms of business activity, 
it would be impossible to find a satisfactory definition for purposes of 
legislation, The only alternative, in this view, would be to make an 
arbitrary definition based on the factor of cost and the making of 
sales at some stated level in relation to cost, Apart from the 
difficulties of establishing, by legislation, a defined basis of cost, 
which were considered by many to be very considerable if not insur- 
mountable, it was generally felt by those holding these views that 
specific legislation of such a nature would produce undesirable results 
both from the viewpoint of the trade in particular lines and that of the 
public generally, Either so many exceptions would have to be 
provided for in the legislation as to make itspractical working 
impossible, or the measure would operate so restrictively as to put 
a crippling burden upon enterprise. The following excerpts from the 
evidence are illustrative of the points of view expressed in this 


connection: 
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Canadian Manufacturers! Association 
seat SI DERE WAR EN ee er ee we eee 


"| | it is impossible to define 'loss-leader' satisfactorily 
for purposes of legislating for its control, ..."' 


(prt?) 


"| 6. any definition of 'loss-leader' which seems in any 
degree satisfactory, includes along with harmful practices, so 
many practices which are not merely harmless but beneficial 
that it would create more problems than it would solve," 


p20) 
The Radio-Television Manufacturers! Association of Canada 


". , there is no sound basis upon which to suggest res- 
trictive legislation or Government control in any form with 
respect to the so-called 'Loss Leader' practice, 


It might be suggested that retailers should be forced to 
sell their goods for some minimum mark-up above the proper 
cost of the goods to the dealer, but it seems apparent that such 
legislation would have to provide for a wide variety of excep- 
tions to cover such items as perishable goods, goods in over- 
abundant supply, goods which had become obsolete, 
obsolescent or damaged and perhaps, in extreme cases, for 
certain classes of forced sales, It is our view that any legis- 
lation which could be brought down along these lines would 
either be so restrictive as to put an unbearable burden upon 
enterprise, or that it would have to contain so many exceptions 
as to make its practical working impossible, It seems clear 
that the public interest would not thus be served and that the 
effect of such legislation might well be to stultify commerce by 
imposing artificial restraints which, in turn, could only be 
applied effectively by direct Government control of business, "' 


(pp. 1806-1807) 


The Retail Merchants' Association of Canada, British 
Columbia 


''The defining of a loss leader according to cost, or landed 
cost, or landed cost plus a reasonable markup for handling, 
has its dangers, Prohibition of loss leading may protect or 
shield the weak operator, It may interfere with the develop- 
ment of merchandising processes which tend to reduce markups. 
It may interfere with the reduction of distress merchandise, It 
may infringe upon the retailer's legitimate practice of holding 
sales and bargain days. It may subsidize the retailer, It may 
peg the price of goods," (pp. 2629-2630) 
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Retail Merchants! Association of Canada (Saskatchewan) . 
eee ee ee ee ee eye Eee 
Incorporated 


"We do not believe that in the food field so-called price 
maintenance is either desirable or necessary, 


We do not believe that in the food field it is either desir- 
able or necessary to provide legal floor prices by compelling 
pricing at not less than so much over cost, 


We believe that an adequate normal play of honest price 
competition should be safeguarded, "' 


(pp. 2313-2314) 


Province of Quebec Wholesale Grocers! Association 
". . . specific loss leader legislation, to our mind, 
could be nothing but extremely complicated, and all but 
impossible to enforce." 
(p. 4306) 


Canadian Association of Consumers 


"It seems to our Association that such a definition - 
[based on cost and specified markup] if accepted and made the 
subject of legislation - would establish a minimum sales price 
system as arbitrary as resale price maintenance at its worst." 


(p. 1737) 


The Co-operative Union of Canada and Le Conseil Canadien 
NOE ce Ce GL RES Sue eR le hel see Sch st MR A RS EEE TAB TES ANY te 
de la Cooperation 


"To the extent that loss-leader selling is deceptive it is 
deplorable, but it is only one such practice, We feel that such 
questionable practices cannot be eliminated through direct 
legislation because to a degree at least they are inherent in 


a profit system," 
(De 3,7 20) 


Specific proposals for measures directed against loss- 
leader selling, on some basis which would not require definition of 
the practice as such, were made in three cases, and the nature 3 the 
proposals will be discussed more fully later on, It may be mentioned 
here that only one proposal, that of The Retail Merchants Association 
of Canada Inc,, would involve a form of direct prohibition, Another 
proposal, that of the Canadian General Electric Company Limited, 
was put forward as an alternative to the restoration of resale price 
maintenance, and would only go so far as to provide a basis for the 
refusal of supplies by a manufacturer, A third proposal, that of the 
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Retail Merchants! Association of Canada (Saskatchewan) Incorporated 
and the National Foods Division of The Retail Merchants Association 
of Canada Inc,, would involve an indirect approach by establishing 
conditions under which one retailer might secure supplies of goods 
from a fellow retailer who was offering such goods to the public at 
low prices, 


It will be evident from the foregoing that only in a very 
limited way were representations made to the Commission in support 
of specific measures to deal with loss-leader selling as such, The 
same trend in opinion was evident in the comments which were made 
by the representatives of a number of organizations in regard to 
legislation which is in effect in several Canadian provinces and in 
thirty states in the United States, and which makes it unlawful for 
retailers, and in some cases wholesalers as well, to sell goods at 
less than some stated markup over cost, No detailed representations 
were made in regard to such legislation, but with few exceptions the 
opinions expressed were along one or more of the following lines - 
that legislation of this type is difficult to enforce; that when it makes 
the retailer's own cost the basis of measurement it may handicap 
him in competition with another having lower costs; that it tends to 
introduce rigidities into the pricing of goods and may, in some 
cases, operate to increase the prices of low margin lines; that it is 
largely ineffective through lack of interest in its enforcement, 


The general nature of the legislation in effect in various 
states is described as follows in the Green Book (p. 280): 


"In general, such legislation applies to wholesalers and 
retailers and establishes a minimum price on the basis of the 
'cost' to the individual dealer, In one type of statute, the 'cost 
of doing business', which is to be added to the invoice or re- 
placement cost of the retailer, is generally stated ‘in the 
absence of proof of a lower cost' as a certain percentage mark- 
up: in many cases 6 per cent, but in others, 8 per cent and 
even 12 per cent; and as a certain percentage of the wholesaler's 
invoice or replacement cost, usually 2 per cent, Another type 
of statute does not fix a definite percentage to represent 'cost 
of doing business! but lists the various components of that cost 
and leaves these to be determined, either by an 'established 
cost survey' made by a trade association, or by the presenta- 
tion of accounting data to the Courts, Still another version 
fixes the minimum cost at the invoice or replacement cost, 
These statutes in general do not prohibit sales below 'cost'! 
unless they are made with intent to injure competitors or deceive 
purchasers, However, where injury or deception is the effect 
or result of such sales, they are declared by the statutes to have 
been intended to injure or deceive, and in many States a prima 
facie case arises or there is presumptive evidence of intent 
on the mere making of a sale below cost, 


ee ee ee nee ene ee ee 
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It should be noted that certain types of sales are exempted 
from the provisions of these statutes, The exemptions vary 
somewhat from State to State, Generally they include goods 
sold at bona fide clearance sales, goods which are imperfect 
or damaged if so designated, perishable or seasonable goods, 
goods sold under court order, and goods sold at prices to 
meet competitors' legal prices,"! 


Legislation prohibiting a retailer from offering for sale 
or selling goods or certain classes of commodities with less than a 
minimum markup has been enacted in three western provinces, 
Manitoba, Alberta and British Columbia, The original statute in 
each case was passed during the nineteen thirties, and it is probable 
that some of the trade groups which supported the legislation were 
influenced by contemporary developments in the United States in 
connection with the adoption of N. R.A, codes and the enactment of 
laws prohibiting sales below cost in various states, 


The Food Products Minimum Loss Act, passed in 
Manitoba in 1938, prohibited a retailer from offering for sale or 
selling any food product (including soap) at less than the price charged 
by the wholesaler, plus taxes and freight to the retailer's place of 
business, plus a markup of 5% on the total thereof, Perishable 
products were exempted, and the Commission was informed that 
meat is excluded from the operation of the Act, As no representa- 
tions were made at the hearing from trade groups in Manitoba, the 
Commission did not receive any direct comments on the operation of 
the legislation, 


In Alberta, authority for the Lieutenant-Governor in 
Council to prohibit by order the sale or offering for sale of any 
commodity at less than cost plus a prescribed markup was contained 
in The Department of Trade and Industry Act subsequently entitled 
The Department of Industries and Labour Act, Since at least 1937, 
a code for retailing promulgated by order in council under the 
authority of this Act has included provisions prohibiting a retailer 
from offering for sale or selling goods at less than 5% above whole- 
sale price. This section of the code has been amended from time 
to time and in 1948 it was so amended as to define wholesale price as 
the lowest wholesale price in effect when orders of the Wartime 
Prices and Trade Board were rescinded, or any lesser wholesale 
price which may then have been published in any current wholesaler's 
catalogue, In view of advances in the prices of most commodities 
since the rescinding of W.P.T. B. orders, it would appear unlikely 
that the markup provisions would have any general application at the 
present time. The Commission was not furnished with any informa- 
tion in regard to the operation of the code for retailing in Alberta, 


The third provincial statute to which the Commission was 
referred is the Commodities Minimum Loss Act in British Columbia, 
The original statute was enacted in 1937 under the title Food Products 
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Minimum Loss Act, which was changed to the present title by amend- 
ment in 1939, when the term "grocery product" replaced ''food 
product" in the legislation. In addition, meat was specifically included 
and provision made for the allocation of costs and for a price chart to 
assist in the determination of the relative cost of a particular cut of 
meat sold at retail. The Commodities Minimum Loss Act prohibits 

a retailer from offering for sale or selling any grocery product or 
meat at a price less than 5% above cost. The term "cost" is defined 
in the Act as the lowest price of a particular product offered 
generally by a wholesaler to retailers. Various exceptions are made 
for closing out sales, bankrupt sales, disposal of damaged or 
perishable goods and sales in other special circumstances. 


The General Manager of The Retail Merchants' 
Association of Canada, British Columbia, informed the Commission 
that in his opinion the Commodities Minimum Loss Act is an inef- 
fective and inoperative statute, and that as far as is known, no 
proceedings under it have ever been taken in the British Columbia 
courts. The view was expressed that an individual retailer would be 
reluctant to invoke the provisions of the legislation against another 
retailer, and that, while the Association had sought the passage of 
the legislation, it would not find it possible to become an active 
party in seeking its enforcement against an individual retailer. It 
was also brought out in discussion of the legislation that it would be 
difficult for an individual retailer to establish satisfactory proof that 
a particular sale or offer was in violation of the statute. 


2. Proposals to Restore Resale Price Maintenance 


No suggestion was made with greater frequency at the 
hearings than that for restoration of resale price maintenance in 
some form, and, while those not sharing such views were not as 
numerous in their representations, the suggestion was opposed 
equally strongly. The proposals ranged from the removal of the 
general prohibition of resale price maintenance to the granting of 
exemptions for a particular class of trade or for articles not 
exceeding a certain value. 


The suggestion for the restoration of resale price mainte- 
nance was often put forward on the basis that, as it is impossible 
to define the practice of loss-leader selling in terms which would 
embrace only the clearly detrimental aspects, resale price 
maintenance represents the only practical means of controlling 
such detrimental aspects. There appeared to be implicit in the 
assumption, in many cases, that the manufacturer of the product 
was the person best able to determine the prices at which the retailer 
should sell the product to the public. It is also evident that the 
desire to see the restoration of resale price maintenance was 
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prompted in many cases, not only by the possibility of loss-leader 
selling ina real sense, but perhaps even more by the actuality of 
widespread variation in prices on a competitive basis. In the repre- 
sentations made on behalf of Canadian General Electric Company 
Limited it was argued that price-cutting practices which have 
developed since 195! may be just as damaging, in the Company's 
view, as loss-leader selling in the generally accepted sense of the 
term (p. 856). It was also stated on behalf of Northern Electric 
Company Limited that types of price-cutting referred to in the brief 
for the Company as ''predatory'' would include situations which did 
not involve loss-leader selling (p. 1595). 


A point which was stressed before the Commission by a 
number of manufacturing and trade groups was that, when there was 
no prohibition against resale price maintenance, manufacturers’ 
retail prices were not completely maintained. The following extract 
from the brief of the Canadian Electrical Manufacturers 
Association is typical (p. 929): 


"At no time in the past was it possible for the manufac- 
turer to wholly maintain resale prices. It was possible to 
suggest resale prices, and most dealers sold within a reason- 
able range of them, but there were always special deals and 
discounts being extended to the public." 


In many instances such imperfections in the system of 
resale price maintenance, in the sense of non-observance of 
manufacturers! listed prices, appear to have been regarded as a 
virtue or saving quality in the system. The existence of this feature, 
often presented as giving a desirable degree of flexibility in what 
otherwise would be a more rigid system of pricing, was attributed by 
various parties to divergent causes. On the one hand, there were 
those who seemed to think that departures would take place under any 
system of resale price maintenance because it would be impos sible 
for the manufacturer to police all sales by numerous retail outlets, 
or to check every means of price reduction, suchas inflated trade-in 
allowances, etc. On the other hand, there were those who seemed to 
imply that the non-observance of resale prices, on some occasions, 
might have been tolerated or even encouraged by the manufacturer 
who felt that too rigid observance of resale price might handicap the 
dealer and impede the wide distribution of the product. 


These views are mentioned here because they indicate a 
strong awareness on the part of wide sections of both manufacturers 
and dealers of the desirability of a flexible system of pricing in 
retail sales, even on the part of those who urged a return to the 
situation existing prior to the passage of the legislation banning 


resale price maintenance. 


The attitudes toward flexibility in prices under a system 


of resale price maintenance were not shared by all who appeared 
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before the Commission, and some advocated resale price mainten- 
ance because it would have the effect of preventing any variation in 
price among retailers competing in the sale of the same branded 
article, The Retail Tobacco Association of the Province of Quebec 
urged the restoration of resale price maintenance on this basis, 
whereas the members of The Toronto Retail Tobacconists Association 
did not favour resale price maintenance, because under such a system 
they did not feel that they had had opportunity to secure a large 
volume of business and increase their turnover, It was stated by a 
representative of the Sunbeam Corporation (Canada) Limited that as 
far as that Company was concerned any break in price was a loss- 
leader, It was suggested, on behalf of Drug Trading Company 
Limited, that any sales below the manufacturer's suggested price 
could be regarded as price-cutting or loss-leading, 


The difficulty of providing for a policy of flexibility in 
retail prices under a system of resale price maintenance was 
brought out clearly in the discussion of the first brief heard by the 
Commission, that of the Canadian Manufacturers' Association, In 
this brief it was urged that the manufacturer of branded goods be 
permitted to exercise some measure of control over the price at 
which his goods are to be resold. In support of this view the 
Association stated that it agreed with the conclusion of the Lloyd 
Jacob Committee in the United Kingdom that a manufacturer should 
not be deprived of the power to prescribe and enforce resale prices 
for goods bearing his brand, The Lloyd Jacob Committee also 
considered that there should be an effective policy which would per- 
mit beneficial price reductions and expressed the following 
conclusion on this point (Report of the Committee on Resale Price 
Maintenance, p, 33): 


"Producers are not, in our opinion, entitled to use 
resale price maintenance to obstruct the development of 
particular methods of trading, to impede the distribution by 
another manufacturer of competitive goods or to deprive the 
public of the benefits of improvements in distribution, Public 
policy requires adequate distribution of goods with provision 
for such price reductions as are justified by low-cost dis- 
tribution or by a regular policy of distributing surplus profit 
to the customer, !'! 


Although various briefs suggested that legislation be 
changed to give the manufacturer ''some measure of control" over the 
resale price of his branded product or to permit him to refuse 
supplies to a dealer who was using the product as a "loss-leader", it 
appeared on discussion in most instances that the nature of the control 
which was actually contemplated was the freedom of the manufacturer 
to establish resale prices and to take such action as he could 
effectively employ, in the absence of prohibition of resale price 
maintenance, to secure adherence to such prices or to withhold 
supplies from dealers whose pricing policy was not considered 
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satisfactory to the manufacturer, The brief of the Northern Electric 
Company Limited states (p. 1536): ; 


"It is appropriate to remark here that, in general, preda- 
tory price-cutting cannot flourish where resale price maintenance 
by the manufacturer is permitted, because of the retaliatory 
action which can be used by the manufacturer against retailers 
who price-cut his products in this manner, "! 


Then, in urging that no specific legislation to control loss- 
leader selling be recommended, the brief stated (p. 1538): 


"Because the question of 'intent' is involved when a price 
is 'cut', it is often difficult to distinguish between predatory and 
protective price-cutting and even more difficult to distinguish 
between the two forms of predatory price-cutting. Wes single 
price-cut may be stimulated by a combination of motives, some 
of which could be commendable, some defensible and some 
reprehensible, "' 


In replying to a question whether, under a system involving 
the fixation of resale prices by a manufacturer, efficiency at the 
distributive level might be less than under conditions of direct price 
competition among retailers, a representative of Northern Electric 
Company commented (p. 1549): 


"T would not doubt that at all, I think our case merely 
points out that to some extent you have a choice of alternatives, 
and I think none of us will dare to suggest that any alternative 
that eventually is chosen or suggested will be perfect, It is our 
suggestion that the least harm to the public interest can come 
from a set of conditions in which manufacturers with some 
degree of foresight and consideration, as suggested by the Lloyd 
Jacobs Report, administer these retail sale prices, under which 
conditions the retailer is permitted a fair and reasonable amount 
of competition at retail level, "' 


Although it was claimed during the discussion of the brief 
of The Radio-Television Manufacturers! Association of Canada that 
manufacturers had followed a liberal policy in enforcing resale 
prices when such a policy was not precluded by legislation, it was 
admitted that in the exercise of control some requirement of strength 
and solidity was involved (p. 1829). 


No solution was offered to the Commission which combined 


(1) The brief had earlier described predatory price-cutting i two” 
types, one nominally profitable to the retailer, by the elimination 
of some functions, and the other employed to attract customers to 
the store with the intention of selling more profitable lines, 
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assurance that the public would have the benefit of effective competition 
in price among dealers at the wholesale and retail levels with control 
over resale prices by the manufacturer. The brief of the Canadian 
Electrical Manufacturers Association referred to the self-regulating 
system of business enterprise in the following way (p. 932): 


'Free enterprise is what the name implies, a system where 
business regulates itself because of the laws of supply and demand 
and the effects of free competition in regulating price.'"' 


The absence of resale price maintenance permits free 
competition in regulating price at the distributive level and no other 
way of ensuring this result effectively was put forward during the 
hearings. A representative of the B.C. Retail Hardware Association 
was of the opinion that the competition which had come into play since 
1951 had demonstrated to the manufacturers that goods could be distri- 
buted with lower margins than those set under suggested resale prices, 
and that, if manufacturers now had freedom to enforce resale prices, 
they would suggest lower retail prices. The opinion as to the economic 
justification of lower distributive margins was shared by those dealers 
appearing before the Commission who had built up their businesses on 
this basis. Further, it may be said that generally the trade groups 
representing members dealing in consumer durable goods were pre- 
pared to concede that, in greater or lesser degree, it had become 
apparent that business could be conducted profitably on margins lower 
than those established under the system of resale price maintenance. 
Manufacturers, of course, were largely in the position of appearing to 
defend the markups which resulted from the resale prices which they 
had suggested for each distributive level, but it was explained that such 
margins were based on what were believed to be average requirements 
for efficient distribution. It was admitted by some representatives of 
manufacturing groups that distribution could be conducted profitably 
with lesser margins, although such admissions were generally made 
with the qualification that lower costs were secured by the neglect of 
certain functions in the way of promotion or service which the manu- 
facturer regarded as necessary for sustained consumer patronage. 


Various modifications of the system of resale price mainte- 
nance were suggested by several individuals and associations and 
these, in the main, would involve the granting to a manufacturer of the 
right to withhold supplies from a dealer, subject to prior approval or 
subsequent supervision by a specified authority. While these proposals 
were not examined specifically by manufacturers! associations or 
individual manufacturers who appeared before the Commission, it 
would appear that generally manufacturers would not be desirous of 
conducting their business under controls of this kind. It is obvious 
that to place the dealings between an individual manufacturer and an 
individual dealer under any form of outside control would involve very 
direct interference with the conduct of private business, which would 
raise constitutional questions of a most far-reaching character. 

Apart from this aspect, however, such interference with the day-to-day 
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operations of individual businesses would not only be extremely 
difficult from the administrative viewpoint, because of the nature of 
the inquiries which would have to be undertaken and the length of 
time required to secure the facts, but would place an intolerable 
burden on the conduct of business, 


A proposal along somewhat similar lines, but suggesting 
that there be a statutory condition for the exercise of discretion by a 
manufacturer to withhold supplies, was made by the Canadian General 
Electric Company Limited as an alternative, in the event that the 
power to enforce resale prices was not given to manufacturers, The 
proposal was put forward in the brief of the ompany as follows 
(p. 865): 


"We further hold the conviction that the interests of all 
would be best served by leaving the determination of what is a 
loss leader to the manufacturer of the particular product in- 
volved, If, however, the government is not prepared to give 
manufacturers this freedom to protect their brand names and 
good will, then as an alternative we favour the establishing by 
the government of a minimum markup over the retailer's 
purchase cost for each class of goods -- a markup that is tied 
in with the average cost of doing business on the products 
involved. Goods sold by retailers at less than this markup 
would automatically fall into the category of loss leaders, and 
manufacturers or distributors should then have the right to 
withhold further shipment if they wish to do so," 


It was further suggested that the actual limit might be 
placed at a stated reduction, such as 5%, below the average cost of 
doing business, While presumably this proposal was considered by 
its sponsor as being less rigorous than unlimited power by a manu- 
facturer to enforce resale prices, it would constitute, in some 
respects, a more severe form of resale price maintenance. Although 
the brief made it clear that no suggestion was intended that it be 
made illegal to sell a branded product at less than the minimum 
markup established by law, it is obvious that the statutory designation 
of a particular level of prices would be taken as fixing a ''fair'' price, 
and there would be great moral pressure as well as the threat of dis- 
continuance of supplies to secure the observance of the minimum 
markup, There is little doubt that legislation of this kind would go far 
to establish a rigid pattern of pricing for all products which were 
included, The use of averages as a basis for establishing the approved 
markup for any class of business, even with a minor variation Brot as 
the proposal suggests, would be a very arbitrary measure, in view of 
the variations in operating costs which exist among different stores 
in the same line of trade, In addition, there are marked differences 
in the costs of handling different articles in the same general class, 
and differences as well between various kinds of businesses handling 
some of the same products, We are forced to conclude that proposals 
of this kind would provide a very blunt instrument to control loss- 
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leader selling and would operate to limit, in a very marked degree, 
many beneficial forms of price competition among retailers, 


3. Proposals for Direct or Indirect Markup Control 


(a) Minimum Markup over Cost 


It has already been indicated that, in the case of practical- 
ly all those appearing before the Commission, whether representatives 
of manufacturing or trade groups, or of consumer, farmer or co- 
operative associations, the view was generally held that it would be 
undesirable to have legislation which would attempt to define loss- 
leader selling. In some cases the objections were directed specific- 
ally to legislation which would establish a minimum markup over 
cost in the sale of any article. While this was the position most 
commonly taken, The Retail Merchants Association of Canada Inc, 

did make a suggestion for amendment to the Criminal Code to make it 
an offence to sell merchandise below a stated cost, The suggested 
amendment reads as follows, subject to certain additional provisions 
which were outlined at the hearing but had not been incorporated in 
the draft put forward: 


wh. Definitions:- 


(a) Loss leader selling means the practice of selling or 
offering for sale any article or articles, product or 
products below cost, 


(b) A practice of loss leader selling shall be presumed 
where there is proof of two or more instances of 
sales of an article or articles, product or products 
below cost by any distributor or vendor. 


(c) Cost means the manufacturer's lowest selling invoice 
price of any. articleior productsto thestrade..olms 
taxes and transportation charges, plus the distributor's 
or vendor's cost of doing business, In the absence of 
proof of the cost of doing business such cost shall be 
prima facie the lowest operating cost shown by the 
Dominion Bureau of Statistics' most recent report for 
the type or classification of trade involved. 


2. It shall be an offence punishable on summary conviction for 
any distributor or vendor of merchandise or trade articles 
or products to distribute, sell or advertise for sale any 
article or articles, product or products as loss leaders, 
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Die Any person, firm or organization found guilty of loss 
leader selling shall incur a penalty of not less than 
$100.00 and not more than $1,000, 00 for a first offence 
and not less than $500.00 or more than $2,000, 00 for a 
second and not less than $1,000.00 or more than 
$3,000. 00 for third and subsequent convictions. "' 


It was suggested that exception should be made in the case 
of staple food articles or products which have a rapid turnover, such 
as coffee, sugar, eggs in season, butter, shortening and bread, for 
which the measure of cost under the proposed amendment should be 
the ''low mark-up recognized by the trade'', In advancing this pro- 
posal The Retail Merchants Association of Canada Inc, made the 
following comments as to the manner in which such an amendment 
should be enforced (pp, 3461-3462): 


"It is our suggestion that whenever a product is sold below 
cost it should be considered as a loss leader, and the firm, 
organization or individual who so sells should be deemed to be 
guilty of an offence, 


Of course there are circumstances in which merchandise 
must be sacrificed, and no one suggests for a moment that a 
penalty should be involved in such occasions, However, we do 
suggest that for the purpose of enforcement, it should rest with 
the firm, organization or individual who has sold below cost, if 
a charge is laid, to explain to the satisfaction of the magistrate 
or judge before whom the complaint is brought what the circum- 
stances were, and to show that it was not done with the intention 
of injuring competitors or reducing competition, If this were 
provided, I am sure that charges would not be laid unless there 
had been a real violation of the spirit as well as the wording of 
the Act, On the other hand the almost impossible burden of 
proving ‘intent! on the part of the offending party would be 


avoided, 


We are sure that merchants, and the public in general, 
would be satisfied to allow the magistrate or judges to exercise 
a discretion as to proof to their satisfaction that the intention 
behind the act was not to reduce and restrict competition and to 


injure competitors," 


The necessity, which The Retail Merchants Association 
of Canada Inc, clearly recognized, of guarding against the use of any 
formula or definition in a way which would interfere with the normal 

| competitive conduct of business, is pointed up by the fact that those 
who made the proposal immediately saw that exceptions and qualifica- 
tions were required. This emphasizes the views of many others 
appearing before the Commission, to which reference has already 
been made, that any attempt to define sales below some stated level of 
costs as loss-leader selling would have to provide for so many 
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exceptions that practical working of the measure would be impossible. 
It will be noted that in the definition proposed by The Retail Merchants 
Association of Canada Inc. an attempt was made to get away from the 
actual acquisition cost to an individual retailer and use instead ''the 
manufacturer's lowest selling invoice price'' to any member of the 
trade. While this would permit more flexibility in pricing, in thata 
particular retailer would not be bound by his own invoice cost, it would 
undoubtedly make it more difficult to ascertain what particular price 
should be used as a basis. 


A more fundamental question arises in connection with the 
setting of a floor price below which an article could not be sold as the 
manufacturer's price of the article plus the cost of doing business or, 
in the absence of proof of the vendor's cost, ''the lowest operating cost 
shown by the Dominion Bureau of Statistics' most recent report for the 
type or classification of trade involved". It is apparent that the cost of 
doing business in any particular establishment is the cumulation of the 
costs of the various operations which may be conducted and of the costs 
of handling the various products which may be dealt in. These costs 
undoubtedly vary within the same establishment for different lines of 
merchandise and perhaps for different ranges in the same line. There 
are also variations in costs among different establishments in the same 
kind of business and there may be even greater variation among dif- 
ferent kinds of business handling some of the same lines of goods. The 
same situation prevails with respect to the markups or margins which 
may be obtained within one establishment for different lines of goods, 
and again among different establishments in the same kind of business 
or in diverse kinds of business with respect to the markup on any pro- 
duct which all may handle. The wide range of markups which is used 
in the sale of grocery products and is such a common feature of the 
trade is an illustration of the extent to which an average may be the 
result of wide differences. This means that there are markups which 
will be below the average as well as others which will be above. If, 
therefore, a requirement was imposed that the markup ona particular 
article could not be lower than the average, the effect would be to raise 
the prices of all articles on which the markup had been lower than the 
average. This, of course, would produce a new and higher average 
in terms of markup. In our view any proposal along the lines suggested 
could not avoid the result of raising prices above the competitive level. 
This would not only work to the disadvantage of consumers but would 
tend to limit the ability of business men to adjust their operations to the 
situations brought about by market conditions, and thus make it more 
difficult for them to maintain their positions. This consideration is 
apart from the great difficulties which we would foresee in the adminis- 
tration of legislation of sucha kind. 


(b) Acquisition of Goods from a Competitor 


A proposal to curb loss-leader selling in the food field, by 
making articles, selling at what might be regarded by competitors as 


- 233 - 


especially attractive prices to consumers, available at a discount 
from the retail price to all retailers who wanted a supply, was put 
before the Commission by The Retail Merchants! Association of 
Canada (Saskatchewan)Incorporated, and the National Foods Division 
of The Retail Merchants Association of Canada Inc. The details of the 
proposal had been worked out by Mr. A. A. Shelly of Saskatoon, who 
served for a time as Retail and Wholesale Food Director with the 
Wartime Prices and Trade Board. The basic provisions of the pro- 
posal, which Mr. Shelly dealt with exhaustively and competently at 
hearings of the Commission in Saskatoon and Ottawa, were set out in 
the following form (p. 2321): 


"1.  Obliged to Sell 


Except as otherwise provided, any retail unit, upon request, 
shall sell to any retail unit in the food field, any item commonly 
sola in food stores, at the lowest net price at which such retail 
unit had it available to the consuming public on the immediately 
preceding business day, less the applicable wholesale discount 
set out in clause Z hereof." 


The following conditions as to quantity of purchases were 
proposed (p. 2324): 


oe Sua TiLiCy 


Except as otherwise provided, the maximum quantity that 
the selling retail unit shall be obliged to sell to any one purchasing 
retail unit of any one given item shall be to a value of $300 after 
deducting the applicable wholesale discount." 


The schedule of wholesale discounts set out a discount of | 
5% for fourteen commodities or classes of products and a discount of 
10% for any other items. 


Under the proposal, an exemption was provided for goods 
priced in error, and if goods were marked as a clearing item the 
quantity limit would be reduced to 25% of the stock on hand at the time 
the purchase order was received. In the case of short supply items or 
goods whose market price had advanced, a retailer would not be 
obliged to sell at a discount toa fellow retailer, unless his lowest net 
price to the public on the preceding business day yielded him a gross 
margin percentage less than the relevant discount set out in the 
schedule. The proposal would embrace combination sales and would 
require a retailer offering premiums, coupons, contest prizes,’ free 
goods, etc., to make these available to any retailer requisitioning 
goods to which they were applicable. All orders toa retailer erotics 
have to be made in writing and accompanied by payment. Except in 
the case of short supply and clearing items, a retailer receiving an 
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order would be allowed reasonable time to replenish his stock or to 
have the order filled by the wholesaler, The following provisions to 
secure conformance and to prevent re-purchases were suggested 
(pp. 2345-2346): 


''14, Indemnity in Case of Non-Conformance 


In any case of non-conformance with the provisions of this 
formula the offending retail unit shall indemnify the opposite 
retail unit in an amount equal to twice the amount of the whole- 
sale discount that would have applied on the sale which was 
defaulted, "' 


"15, Not Obliged to Re-Sell 


The buying retail unit shall not be obliged to re-sell to the 
selling retail unit any part of the purchase made under the 
provisions of this formula except if offering the item to the 
consuming public at less than the competitive price." 


It was conceded that the formula could not usually be 
applied directly in the case of meat, which may be purchased in the 
carcass or large section and sold by the cut, and that some modifica- 
tion might have to be worked out, It was suggested that voluntary 
consumer-retailer committees might be set up in each trading area 
to serve as a clearing house for information on the operation of the 
formula, 


; It is apparent that Mr, Shelly had devoted a great deal of 
thought to the preparation of his formula and that he attempted to find 
a method of control which would avoid the criticisms directed 
against measures providing for minimum markups over cost. Direct 
action of the type suggested has a certain attractiveness on first 
sight, because it appears to offer a simple and uncomplicated approach 
at the trade level to whatever problem may be encountered by the 
individual retailer, The very fact of its unlimited character, 
however, is in itself a matter of concern. The proposal would be 
operative at the desire of any retailer regardless of whether or not 
severe price-cutting was in evidence, This is made clear in the 
following explanation of the manner in which the suggested measures 
would operate (pp. 4014-4015): 


"Any food retailer has the automatic right to buy any 
given food store item from any other retailer at that retailer's 
lowest price available to the consumer on the previous 
business day, less a modest wholesale discount of 5 per cent or 
10 per cent depending on the item, Any food retailer has this 
right so to buy from another retailer regardless of whether or 
not the price in question is a cut price, That is why, under 
this formula, there is no occasion to define what constitutes a 
loss leader, or even what constitutes a cut price, The buying 
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retailer himself decides if and when it is to his advantage so to 
buy from another retailer instead of buying from his customary 
wholesale supplier. He can buy any given item on one and the 
same day from as many retailers as he may wish to buy from, 
He may buy that item from each of them in whatever quantity he 
desires, but not in excess of a $300, value of any one item 
from one and the same retailer, He must pay for the purchase 
at time of placing his order with any such other retailer but 
generally the selling retailer is not required to supply the goods 
until he has had the opportunity to order and receive such extra 
supply in the normal course of his business, If the selling 
retailer so desires, he can arrange with his local wholesale 
supplier that the buying retailer will pick up the purchase 
directly from the wholesale plant, so that the selling retailer 
does not incur any handling costs whatsoever concerning the 
transaction, "' 


Although, as had already been indicated, the sponsors of 
the formula proposed by Mr. Shelly expressed the opinion that it was 
not desirable ''to provide legal floor pricing by compelling pricing at 
not less than so much over cost"', it was submitted by another retail 
organization that the net result of the application of the formula 
would be that no retailer, particularly one buying on the most 
economical terms, would offer for sale goods at a price that was 
lower than 5 or 10%, as the case might be, above his cost of ac- 
quisition, It may be argued that only a small proportion of grocery 
items would be affected if markups were held at levels exceeding 5% 
in the case of the 14 staple lines, and at 10% or more in the case of 
all other lines. What the exact effect would be is, of course, 
impossible to say, but it is evident that a substantial number of food 
items are sold at low markups, and that if these were increased in 
any degree the additional payments required from consumers would 
be very large in total, 


While it was argued by Mr. Shelly that food retailers 
would be very careful not to abuse buying rights which might be 
provided under his formula, it is clear that the possibility of the 
purchase requirements of any substantial number of retailers being 
directed to an individual operator would exert a very strong influence 
over his pricing policy. This is, of course, the underlying basis of 
the proposal, otherwise it would not be effective, and the question 
immediately arises whether it would be confined to those situations 
of so detrimental a character as to justify such interference with 
private business operations or whether, because of the lack of de- 
finition of the circumstances in which it would become operative, it 
might be employed to curtail beneficial competitive pricing, The 
formula, if put into operation, might also have a tendency to reduce 
the incentive toward cost-saving methods in food retailing because a 
retailer, whose methods of purchasing and stocking gave him savings 
of 5 or 10%, as the case might be, in his costs of acquisition as | 
compared with some of his competitors, might find the latter seeking 
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to share in the benefits of his efficiency by making purchases from 
him, even in relatively small quantities, at the discounts allowed 
under the formula, To avoid this likelihood, he would be obliged to 
set his retail prices higher than he might otherwise do. 


The proposal put forward would clearly affect civil rights 
of the parties in a great many ways, One aspect which was discussed 
at some length during the hearings is that retailers who sold articles 
under private brands, which are identified by the public with the 
sponsor, would be required to make such articles available to 
competitors if the latter wanted them, The requirement to supply on 
order would establish a new statutory obligation between the parties, 
with damages for non-fulfilment, Legislation of this type would be 
new in Canada, and it was not suggested what constitutional basis, if 
any, could be found for federal action of such a character, In our 
view, on both practical and constitutional grounds, it would be unwise 
to attempt to legislate in such a sweeping way, when some results 
which might well be anticipated would be clearly disadvantageous and 
other results are unpredictable, 


4, Proposals for Inquiries into Predatory Price-Cutting and 
Other Injurious Trade Practices 


It was strongly urged upon the Commission by The 
National Council of the Baking Industry that an effective deterrent to 
predatory price-cutting, in the baking industry at least, could be 
provided by the establishment of an agency to hold hearings into 
complaints of such practices. This proposal was put forward in the 
brief which a delegation from the Council presented to the Commission 
in May, 1954, and was further commented on in a letter of November 
19, 1954, from the Managing Director to the Commission, The 
recommendation was made in the following form in the brief of The 
National Council of the Baking Industry (p. 153): 


'(a) That there be established a board of inquiry and regulating 
authority for the hearing of complaints as to loss-leader and 
other harmful trade practices -- preferably as a branch of the 
Combines Investigation Department, 


(b) That this board be given adequate powers to arrange con- 
ferences or hearings at which specific complaints on loss- 
leader and other harmful trade practices will be reviewed and, 
if possible, resolved, '' 


In the subsequent letter it was indicated that no powers of 
regulation were being suggested. The provisions which were re- 
commended were stated to consist of the following: 
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"(a) Powers to hear complaints, 
(b) Powers to summon attendance at such hearings, 


(c) We make no recommendation as to powers to enforce any 
findings that might develop from such hearings," 


The brief submitted on behalf of The Co-operative Union 
of Canada and Le Conseil Canadien de la Cooperation contained a 
recommendation along very similar lines. The procedure for inquiry 
was outlined as follows in this brief (pp. 3752-3753): 


"We would suggest that the Commission consider re- 
commending the organization through federal legislation of a 
board (or commission or committee) which would be available 
to hear complaints brought before it by any business enterprise 
feeling itself to be the victim of trade practices injurious tothe 
public interest, The Board would have authority to require the 
production of information and the appearance of witnesses but 
would not be clothed with any great measure of regulatory power. 
Hearings would be held in public and evidence presented would be 
made available to all interested, Such a hearing with its 
attendant publicity or even the possibility of such a hearing 
would have quite a salutary effect upon any of those who are 
tempted to go beyond the confines of reasonably competitive 
trade practices, 


We believe that this suggestion has real merit and we 
would like to see it tried, If too many of the offenders persisted 
in their misguided ways it might be necessary to give the board 
added authority, but we would like to see this step postponed as 
long as possible. Public opinion is a potent force, and we have 
a good deal of faith in the voluntary methods of discussion, 
negotiation and compromise, "' 


It must be accepted that in the case of both briefs the 
recommendations are for inquiry into practices which would be alleged 
to be against the public interest. The Combines Investigation Act al- 
ready makes provision for inquiries into practices related to mono- 
polistic situations or restraint of trade and into price-cutting ona 
geographical basis or otherwise having or de signed to have the effect 
of substantially lessening competition or eliminating a competitor, 

The provision for general inquiries by the Director of Investigation 
and Research under the Combines Investigation Act is contained in 
_ Section 42, which reads as follows: 


"42, (1) The Director upon his own initiative may and 
upon direction from the Minister or at the instance of the 
Commission shall carry out an inquiry concerning the existence 
and effect of conditions or practices having relation to any 
commodity which may be the subject of trade or commerce and 
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which conditions or practices are related to monopolistic 
situations or restraint of trade, and for the purposes of this 
Act any such inquiry shall be deemed to be an inquiry under 
section 8. 


(2) It is the duty of the Commission to consider any 
evidence or material brought before it under subsection (1) 
together with such further evidence or material as the 
Commission considers advisable and to report thereon in 
writing to the Minister, and for the purposes of this Act any 
such report shall be deemed to be a report under section 19," 


The authority for inquiry by the Director contained in 
Sections 7 and 8 of the Act include provisions for inquiry whether 
Section 412 of the Criminal Code has been, is being or is about to be 
violated, Section 412 (formerly 498A) reads as follows: 


'412, (1) Every one engaged in trade, commerce or 
industry who 


(a) is a party or privy to, or assists in, any sale that 
discriminates to his knowledge, directly or indirectly, 
against competitors of the purchaser, in that any 
discount, rebate, allowance, price concession or 
other advantage, is granted to the purchaser over and 
above any discount, rebate, allowance, price con- 
cession or other advantage, available at the time of 
such sale to such competitors in respect of a sale of 
gocds of like quality and quantity; 


(b) engages ina policy of selling goods in any area of 
Canada at prices lower than those exacted by such 
seller elsewhere in Canada, having or designed to 
have the effect of substantially lessening competition 
or eliminating a competitor in such part of Canada; or 


(c) engages ina policy of selling goods at prices un- 
reasonably low, having or designed to have the effect 
of substantially lessening competition or eliminating 
a competitor, 


is guilty of an indictable offence and is liable to imprisonment 
for two years, 


(2) It is not an offence under paragraph (a) of subsection 
(1) to be a party or privy to, or assist in any sale mentioned 
therein unless the discount, rebate, allowance, price concession 
or other advantage was granted as part of a practice of dis- 
criminating as described in that paragraph, 
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(3) The provisions of paragraph (a) of subsection (1) 
shall not prevent a co-operative society returning to producers 
or consumers, or a co-operative wholesale society returning 
to its constituent retail members, the whole or any part of the 
net surplus made in its trading operations in proportion to 
purchases made from or sales to the society," 


Subsections (1) (b) and (c) define policies of selling goods at lower 
prices which have or are designed to have the effect of substantially 
lessening competition or eliminating a competitor, These are among 
the effects which it was represented to the Commission are produced 
by predatory price-cutting when the practice is engaged in to any 
significant degree, It was argued by some of those who appeared 
before the Commission, including The National Council of the Baking 
Industry, that an offence under Section 498A(1)(c) (now 412 (1)(c) ) 
would likely be impossible of proof in any court proceedings and that, 
in any event, action by way of prosecution would be too slow a method 
of proceeding, This is not to say, however, that the type of situation 
which would justify inquiry in the manner proposed in the submissions 
referred to above is not the type of situation contemplated by the 
legislation, These proposals did not include any measures of regula- 
tion, and it was suggested that inquiry, or the possibility of inquiry, 
would have a substantial effect in lessening the use of predatory 
practices, The legislation already provides for inquiry into situations 
or practices involving elements of monopoly or serious restraint of 
trade and into any policy of predatory price-cutting as defined, It 
would appear, therefore, that statutory authority now exists for 
inquiries to be made of the kind suggested, into situations, practices 
or policies where the actual or potential effect upon competition may 
be alleged to be of such a character as to produce detrimental results 
from the viewpoint of the public interest, In view of this fact it would 
seem desirable to rely on the existing provisions for inquiry, until 
such time as it is shown that they are inadequate to embrace trade 
situations which would justify inquiry by a permanent governmental 


agency. 
5. Other Proposals Made to the Commission 
Sh ated gd iw eed ie es eat ile alll sik eat aceasta: 


In the course of the hearings various other proposals 
and suggestions were made to the Commission to deal with one aspect 
or another of what were regarded as detrimental forms of competition, 
In some cases the representations were not ina sufficiently definite 
form to make comment possible, In some other cases the suggestions, 
while more definite, would involve action outside the field of federal 
legislation. In still other instances the conditions to which the 
representations were directed did not appear to be related to the 
practice of loss-leader selling. Certain representations were made to 
the Commission with respect to the section of the Criminal Code re- 
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lating to false and misleading advertising, and these are referred 
to in the chapter in which that subject is discussed, 


CHAPTER IX 


SUMMARY AND CONCLUSIONS 


1. Disinclination of Some Business Groups to Distinguish 


Between Competitive Pricing and Loss-Leader Selling 


Throughout the hearings in this inquiry the Commission was 
struck by the failure of many representatives of business to make any 
clear distinction between competitive pricing by dealers and the more 
extreme forms of price-cutting which could be regarded as loss-leader 
selling. While such views as those of the representative of Sunbeam 
Corporation (Canada) Limited that ''any break in price is a loss-leader 
as we see it'' and of the representative of Drug Trading Company 
Limited that "if you sell below the manufacturer's suggested price, I 
think you could very well say you are cut-pricing or loss-leadering"' 
were only expressed infrequently in such a definite fashion, a similar 
point of view was implicit in many of the submissions of those who 
urged the restoration of resale price maintenance. 


In the case of most manufacturers! groups, a sharp distinc- 
tion was made between methods of pricing at the manufacturing level 
and at the distributive level, either wholesale or retail. In the case of 
pricing at the manufacturing level it was represented that the estab- 
lishment of prices was a highly competitive process. A price might be 
altered because of some action of a competing manufacturer, a change 
in costs, the accumulation of unsold stocks, the desire to widen the 
market or for any reason which appeared to justify such action. 
Freedom of pricing at the distributive level in the case of branded 
products having a manufacturer's suggested resale price, was not 
regarded in the same light. Althougha manufacturer might make a 
sudden announcement of a substantial reduction in the price of some 
branded article without considering that he was jeopardizing the accept- 
ance of that article by the public, it seemed frequently to be the case 
that similar action in a local market by a dealer was regarded in an 
entirely different way. The attempt to distinguish between a price 
reduction by a manufacturer and a price reduction by a dealer rested 
on an implied assumption that, while there are many considerations 
which would justify a manufacturer in lowering the price of an article, 
there are no factors which would justify a dealer in selling articles on 
lower margins than those indicated or suggested by the manufacturer. 
Some exceptions were, of course, admitted, such as clearances of 
seasonal goods and special sales due to financial difficulty but, in the 


main, the position taken was that only the manufacturer could deter- 


mine satisfactorily the appropriate retail price of his branded article. 
Such an approach does not assist in distinguishing between normal 
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competitive pricing among rival dealers and extreme forms of price- 
cutting which could be regarded as loss-leader selling. It was 
generally admitted that there would be differences in costs of acquiring 
goods and costs of retailing them among retailers in the same market 
and in different market areas, but those who supported the position 
that the manufacturer should direct the prices at which his goods 
should be sold to the public usually contended that cost differences 
among retailers would fall within a vary narrow range. This opinion 
that competitive factors arising out of cost differences could not be 
expected to affect retail prices appeared to rest on two basic assump- 
tions. One was that independent retailers buying on the same terms 
from a manufacturer would have such similar types of operation and 
such similar expenses that there wauld be no significant difference in 
their costs and secondly, that dealers, such as department stores, 
buying on more favourable terms because of quantity purchases, had 
greater expense ratios and thus would not be ina position to lower 
prices. Such assumptions make no provision for situations where 
dealers are able to lower costs and sell goods to the public on 
narrower margins, either through greater efficiency in the conduct of 
business in a traditional manner or through the use of less costly 
selling methods, which may also be linked with large-volume distribu- 
tion . 


It would be unfair to suggest in any way that representatives 
of manufacturers or dealers did not admit the limitations of the assump- 
tions discussed above. In fact, the frequent references to departures 
from list prices when resale price maintenance was in general prac- 
tice were an indication, in themselves, that retail margins could not 
be expected to be uniform among all dealers. At the same time it was 
usually implied that such departures were spasmodic and did not 
indicate any significant differences in operating costs. 


Major reductions in operating expenses, it was generally 
contended, could only be made by lowering substantially the range and 
quality of services provided to the public. The evidence as to dif- 
ferences in operating costs among appliance retailers reporting to the 
Dominion Bureau of Statistics, cited earlier, indicates that the range 
of operating expenses in the same class of trade is not as narrow as 
this argument suggests. Further, the experience of a number of 
individual dealers who gave evidence during the inquiry is also to the 
contrary, at least as applied to certain trades, of which the retailing 
of electrical appliances is a conspicuous example. Their statements 
show that by adopting as a general pricing policy the reduction of the 
usual markups, in same instances by as much as one-half, their sales 
have been greatly increased, without any corresponding increase in 
their operating costs, the net result being highly profitable. The 
quality of the service provided by such low markup dealers also 


appeared to be satisfactory to the buying public as indicated by conti- 
nued patronage. 
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2. Prevalence of Loss-Leader Selling 


In the recommendation for a thorough study of loss-leader 
selling the Committee to Study Combines Legislation indicated that one 
of the objectives should be to determine the prevalence of the practice. 
This emphasis on the need to determine to what extent loss-leader 
selling is employed is only to be expected, because without such know- 
ledge it would not be possible to make a realistic appraisal of the 
effects of the practice. The surveys instituted by the Director of 
Investigation and Research, the results of which were brought together 
and published in the Green Book, were made so that the Commission 
would have before it whatever information could be secured which 
would assist the Commission in reaching a conclusion as to the preva- 
lence of the practice of loss-leader selling. The invitation of the 
Commission to all interested parties to furnish any additional informa- 
tion which they could make available was a further effort in the same 
direction. The detailed information which was contained in many of the 
briefs received by the Commission, and other material filed during 
the course of the hearings, suggest that there must be little in the way 
of relevant information to which the attention of the Commission has 
motubeen directed. 


It may be noted first that the Commission held hearings at 
all centres aéross Canada where there were a sufficient number of 
persons wanting to make submissions to warrant the Commission 
arranging for a sitting. On this basis hearings were held at Ottawa, 
Montreal, Toronto, Saskatoon, Edmonton, Victoria and Vancouver. 
The sessions held at Ottawa were arranged primarily to meet the 
convenience of national and provincial organizations and were not con- 
cerned in any significant degree with local situations. It is also the 
case that at other cities organizations with membership extending 
beyond the area in which the hearings were held appeared and made 
general representations. Also manufacturing companies which were 
represented in delegations or individually were engaged, in many 
cases, in distributing goods on a nation-wide basis. Nevertheless the 
fact that requests for hearings were made to any significant extent by 
retailers in a few localities only is considered by the Commission to 
be a definite indication of the areas in which price-cutting is regarded 
by some sections of the trade as loss-leader selling. On this basis, 
and in the light of the information and opinions presented during the 
hearings, it would appear that aggressive price competition is found to 


the greatest extent in Toronto, and to a lesser degree in Montreal and 


Vancouver. Instances of what were regarded as severe price reduc- 
tions were mentioned in the case of some other cities, but it would 


these were sporadic in character and did not have the 


appear that 
a s in the three 


general effect attributed to the actions of some dealer 
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very small number of market areas. If there had been marked changes 
in the pattern of distribution for any major commodities in other parts 
of Canada, such as those which it was contended were in evidence in 
the three principal metropolitan areas, it would have been expected 
that representations much more numerous and definite would have been 
made in the place of the very few which were received from the 
Atiantic Provinces, other sections of Quebec and Ontario and from the 
Prairie Provinces. 


The classes of commodities alleged to be affected by severe 
price-cutting were also narrowly confined. Apart from situations in- 
volving bread and cigarettes, which have been reviewed earlier, 
representations were devoted with few exceptions, to various kinds of 
household electrical appliances. The principal exceptions were repre- 
sentations of the Retail Merchants! Association of Canada (Saskatchewan) 
Incorporated and the National Food Division of The Retail Merchants 
Association of Canada with respect to the distribution of groceries and 
meats, and those of the Allied Beauty Equipment Manufacturers! & 
Jobbers' Association with respect to products used by the hairdressing 
and barbering trades. It seems reasonable to conclude that not only 
are selling practices which could give rise to fears of loss-leader 
selling confined to a very large extent to a few market areas, but they 
are confined, as well, to few of the many kinds of commodities distri- 
buted by wholesale and retail dealers. 


A great deal of information as to the prices at which various 
articles have been sold by retailers in many localities in Canada, in 
relation to the respective retailer's purchase cost of the articles, was 
collected by the Director of Investigation and Research and published 
in the Green Book. Much information as to advertised prices of 
certain classes of articles, particularly household electrical appliances, 
was contained in submissions made to the Commission. In some cages, 
the examples were accompanied by information as to the manufacturer's 
or wholesaler's list prices for the same articles, and ina few cases, 
information was given as to a manufacturer's special or clearance 
price for the advertised article. Individual retailers who appeared at 
the hearings, in a few instances, also gave information as to the 
relative costs and selling prices of some articles which had been 
featured at low prices in advertisements. 


In the opinion of the Commission this very considerable 
amount of evidence, which is derived from the many sources indicated, 
supports the conclusion that the practice of selling articles at prices 
below net purchase cost is not prevalent in any of the lines of trade for 
which information was obtained in the inquiry. In fact, it appears that 
sales on such a basis are made infrequently and the evidence does not 
suggest in any way that selling of this sort isa practice in any line of 
trade, even among a minority of the dealers. Inasmuch as the distri- 
bution of household electrical appliances was, perhaps, the trade most 
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frequently mentioned during the hearings, it may be appropriate, by 
way of illustration to refer again to the situation in this field disclosed 
by the information obtained by the Director of Investigation and 
Research. The Director secured reports onthe sale of household elec- 
trical appliances for 50 stores, of which 44 were independently owned 
and 6 were branches of chains. Of these two groups only 5 indepen- 
dent stores reported selling any appliances at less than net purchase 
cost, and the returns showed that, out of the many lines of appliances 
dealt in, only 8 appliance items had been sold at less than net pur- 
chase cost. 


In the material collected by the Director and that received 
at the hearings, many references were made to the sale of some lines 
of small electrical appliances, generally referred to as "traffic" lines 
in the trade, by certain large dealers in the larger Canadian cities at 
very low prices. In many cases the products referred to were manu- 
factured by Canadian General Electric Company Limited, suchas 
electric kettle, featherweight iron and floor polisher. Other products 
similarly referred to included some made by Sunbeam Corporation 
(Canada) Limited, such as the ''Mixmaster" which are distributed 
through independent wholesalers to retail dealers. Canadian General 
Electric Company Limited sells its small appliances to independent 
wholesalers who, inturn sell to retailers. The Company also sells 
such appliances through its own wholesale divisions to retailers, at 
the same prices as those suggested by it for sales by wholesalers to 
retailers. It has become the practice, it was said, of certain dealers, 
particularly in Toronto and Vancouver, consistently to advertise and 
sell such G.E. products at prices considerably below the Company's 
suggested retail price, and, on some occasions, near or below the 
suggested price for quantity sales from a wholesaler toa retailer. As. 
the fullest information was obtained by the Commission with respect 
to the G.E. floor polisher, a brief recapitulation of some price data 
relating to this article may be of assistance from a general viewpoint: 


G. E. Floor Polisher 


Suggested Retail Price $54.50 
Lowest suggested price to 
retailers (lots of 3 or more) $35.43 
Dollar markup $19.07 
Price to wholesaler $30.25 


Wholesaler's markup at 
suggested quantity price $ 5.18 


The operator of one large volume outlet in Toronto, New 
Era Home Appliances Ltd., informed the Commission that at the time 
of the hearings in June, 1954, his regular selling price for the G.E. 
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polisher was $37.75 and that when he rana large newspaper advertise- 
ment, 100 polishers might be offered for a certain period of the 
shopping day at $32.95. By buying in very large quantities this dealer 
said that his cost would average less than his lowest selling price, 
which meant that the wholesaler was prepared to narrow his margin of 
$5.18 per unit when selling in large quantities. There is no question 
that goods are sold in large volume when a particularly advantageous 
price is featured for a branded appliance in popular demand. New Era 
Home Appliances Ltd., for example, has found that an advertisement 
of 100 polishers at a low price appearing in the first edition of the news- 
paper shortly after noon has resulted in the 100 polishers being sold by 
4 o'clock in the afternoon. From information secured by Canadian 
General Electric Company Limited in regard to the sale of G.E. 
polishers by Danforth Radio Company, another large dealer in Toronto, 
at an advertised price of $33.85, the Company came to the conclusion 
that this dealer sold more G.E. polishers in three days of the sale 
than all retailers in the whole of metropolitan Toronto would normally 
sell ina month. It is scarcely necessary to point out the very sub- 
stantial savings, both on individual purchases and in total, secured by 
consumers not only from the special sales but at the regularly offered 
lower prices for small appliances. 


It would appear that some manufacturers have planned the 
distribution of such small electrical appliances on the basis of occa- 
sional purchases by consumers from a great number of dealers, and 
established their suggested resale prices from this viewpoint. The 
increasing popularity of these products and the ability of some dealers 
to meet the demand ona volume basis have affected substantially the 
methods of distribution. One retailer from Windsor, for example, 
informed the Commission that during an eight-month period, when 
selling at the manufacturer's suggested retail price, he sold 23 floor 
polishers, or about 3 per month, while during the ensuing nine-month 
period, when he reduced the price to $44.95, about 1,700 were 
handled or an average of almost 200 per month. 


The regular sale of standard small electrical appliances at 
prices well below the retail prices which have been suggested by 
manufacturers need involve no element of loss by the volume retailer. 
To some extent it would seem that such products are being handled by 
such dealers much in the way that ready-packaged goods are handled 
by a cash and carry groceteria. The customer, in large measure 
serves himself, and a narrow margin of profit ona great many items 
sold may make a worthwhile contribution to the general income of the 
business. The occasional feature sale at prices approximating cost, 
or even lower in some cases, is of somewhat different character. In 
its simpler form it is the use of a "bargain" to increase store patronage. 
In a more complex form it appears to be the result of competitive 
rivalry among dealers of the same kind. In other words, it is the 
testing of competitive positions rather than the exercise of market 
control. Instances of this kind are likely to be spasmodic in character 
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and, so far as can be seen, are unlikely to become a practice. 


The following description of the manner in which floor 
polishers were distributed during one of the feature sales by a Toronto 
dealer was given at the hearings by the representative of the 
Canadian General Electric Company Limited (p. 889): 


"TI would ask you to think about Danforth Radio Company, 
selling floor polishers at a cut-price below their cost, selling 
about 800 in three evenings. Now, they did not sell 800 floor 
polishers, but they had them piled in some cases just inside 
the door and you came in and you paid your cash and you walked 
out carrying a polisher with you. They did not sell anything. 

All they did was act as a depot for people to come, an evening 
depot for people to come and pick this polisher up at a low price. 


If we cannot get this across, then I have failed in my 
presentation; if we cannot get this across that that would 
never happen if there were not a large number of other re- 
tailers stocking and displaying and promoting the same 
product in that same marketing area.'"' 


Although the sale by Danforth Radio Company of Toronto of 
G.E. floor polishers at a retail price of $33.85 was described in the 
brief submitted by the manager of the Small Appliance Department of 
Canadian General Electric Company Limited asa sale below cost, in 
view of the fact that the Company's lowest list price to retailers, as 
already indicated, was $35.43, information subsequently secured by 
the Commission from the Company's wholesale division in Toronto, 
which had actually made sales of floor polishers to Danforth Radio 
Company at the time in question, and from other wholesale suppliers, 
threw a somewhat different light on the nature of the three-day sale of 
G.E. floor polishers by Danforth Radio Company. In the first place it 
was found that the floor polishers supplied for the sale by Canadian 
General Electric Company had been billed at $35.40, rather than 
$35.43, and that a 2% cash discount had been allowed. Then the 
Company's wholesale division had granted Danforth Radio a special 
promotional allowance of $1477.00, which covered the period of the 
sale, and while in the accounting of the wholesale division this allowance 
had been distributed over several lines of products in addition to floor 
polishers, such allocation had no necessary bearing on the manner in 
which the allowance might be treated by the retailer. 


In response to an inquiry Danforth Radio Company wrote the 
Commission stating that their net cost for the floor polishers in this 
special sale was $26,784.06 and that their selling price was 
$28,197.05, which figures show a gross profit of $1412.99. Danforth 
Radio Company further stated that it was customary with yolume . 
accounts to receive sales promotion monies which were credited in 


various ways. It seems reasonable to conclude, therefore, that in this 
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instance Danforth Radio Company credited the special promotion 
allowance described above to the special sale of floor polishers, since 
without that credit the profit referred to above could not have been 
realized. 


It should be mentioned that the invoice for the promotional 
allowance was issued some weeks after the submission of the Company's 
brief and it is obvious that the manager of Canadian General Electric's 
Small Appliance Department had not been aware that a special allowance 
and the cash discount were granted to this customer. On the basis of 
all the information obtained by the Commission relating to this sale 
it must be concluded that the featuring of G.E. floor polishers by 
Danforth Radio Company was a form of promotion for which allowance 
was given by the manufacturer, and that this allowance was made 
available in such a way that the over-all cost to the retailer of the 
products so promoted could be reduced so as to permit the retailer to 
secure a net return with the selling prices in effect during the special 
sale. Although in the light of the partial information first presented it 
had appeared that the sale of floor polishers by Danforth Radio Company 
might be a striking example of the featuring of a popular article at 
less than the retailer's cost, the fuller information subsequently 
furnished showed that it could not be regarded inthis way. This 
instance is further evidence that sales below actual net cost for pur- 
poses of leadering are very difficult t6 find and it serves to emphasize 
that mere comparison of list prices cannot be relied upon to establish 
actual cost factors, particularly when large quantities of goods are 
involved. 


Although the manufacturer took the view that dealers 
selling G.E. floor polishers at such low prices were taking advantage 
of the promotional work done by other dealers, it may be the case that 
selling in this manner taps a buying level which would not be reached 
in any other way. The representative of Canadian General Electric 
Company Limited also stated that, from a survey which the company 
made of more than a thousand purchasers of G.E. floor polishers, it 
was found that 56% said that they were led to buy one by the fact that 
a friend owned one. Another factor in such low margin selling, one 
which has become increasingly important in recent years, is found in 
the steadily expanding activities of manufacturers in the fields of ad- 
vertising and promotional effort. There can be no doubt that these 
activities have greatly simplified the retailer's selling task by largely 
pre-selling branded goods before the consumer enters the store. 


This review of part of the trade in household electrical 
appliances serves to make clearer the need to look at merchandising 
in the widest sense in order to reach conclusions as to whether the 
interest of the public in the maintenance of a competitive system of 
distribution is being affected to its benefit or detriment. If there is a 
narrowing of distributive margins as a result of competition and there 
ig no failure to meet the needg of the public in terms of the availability 
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of the goods when required, it would be necessary to show serious 
shortcomings in the serving of the public in other ways before the new 
developments in merchandising could be seriously questioned. In the 
course of this lengthy inquiry no such serious shortcomings from the 
public viewpoint, in our opinion, have been shown. We consider that 
in a number of lines substantial changes in merchandising are taking 
place, but we have not found that loss-leader selling is playing any 
significant part in these developments. What was described in many 
instances as the practice of loss-leader selling has been found, on 
examination, to be competitive pricing on a general basis in the parti- 
cular business and not the singling out of certain articles as a leader 
device. There have been some instances reported where articles have 
been featured at or below cost to draw customers to a particular store. 
Further examination has shown that in some of these cases sales below 
cost may not have been involved. In any event we have not found such 
instances sufficiently numerous or widespread to justify a conclusion 
that feature sales of this kind can be regarded as prevalent, or as 
having any significant effect. In most cases when this type of sale is 
featured it is obviously a form of advertising, and is by no means con- 
fined to branded lines of merchandise. The use of a ''bargain'' as an 
advertising device has long been familiar in many branches of retail 
trade. If it is now being employed toa greater extent in some lines of 
trade than has previously been the case such extension of the device 
does not change its character. If it is not used in a deceptive way we 
would expect that consumers would be as well aware of its significance 
in a field where it has been used less commonly as in those fields 
where it has already become well established. 


3. Conditions Leading to More Competitive Pricing 


Some of the factors which have led to more competitive 
pricing during the last two years have been reviewed in earlier sections 
of this report. The increase in competition at the retail level is the 
result, to some extent, of developments in the field of merchandising 
itself, and also of changes in the general economic situation. In the 
Monthly Review of The Bank of Nova Scotia for November, 1954, the 
following comment was made on the more recent situation: 


'In a year featured by moderate recession in the United 
States, by a reduction in defence expenditures, by the dis- 
appearance of the remaining backlogs of demand, and by the 
general intensification of competition in world markets, it is 
scarcely surprising that the Canadian economy has been under- 
going a number of difficult adjustments in 1954. The picture, 
however, is not one of uniform decline. Some industries have 
shown expansion; and where there have been difficulties, these 
have varied considerably in nature and degree."' 
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The Monthly Review went on to point out that among the 
industries which have been substantially affected by the overtaking of 
accumulated demands were those producing household electrical ap- 
pliances, other than television sets. 


The changes in general economic conditions have been 
among the most important factors affecting merchandising in Canada 
and the fact that the change from a sellers’ toa buyers' market became 
more pronounced some time after the passage of the legislation pro- 
hibiting the practice of resale price maintenance does not make one the 
consequence of the other. It is beyond question that competitive pricing 
becomes more significant when there are accumulated stocks of 
consumer goods resulting from over-anticipation of market require- 
ments or a slackening in the rate of purchases. In addition, manufac- 
turers of consumer durable goods have greatly expanded their produc- 
tive facilities and are influenced by plant capacity to maintain volume 
of sales at the highest possible level. It is not surprising that the 
trade in household electrical appliances was the subject of such frequent 
mention during the inquiry, as the conditions just mentioned existed in 
this field. That more active competition in the sale of such goods 
would occur, once the pent-up demand from the period of shortages had 
been satisfied, was only to be expected. The removal of resale price 
maintenance did not affect the underlying market conditions, although 
it may have permitted market forces to operate more freely than 
otherwise might have been the case. Information available in regard 
to developments in the retail distribution of similar products in the 
United States suggests that attempts to control resale prices, ina 
period when market conditions are conducive to more active price 
competition, may stimulate the growth of new types of outlets at the 
expense of those subject to the manufacturer's control with respect to 
resale prices. 


In the United States, with the exception of Missouri, Texas, 
Vermont and the District of Columbia, resale price maintenance is 
widely practised under so-called ''fair trade'' laws, which permit a 
manufacturer to establish resale prices and to take legal action against 
a dealer who fails to observe such prices. Although many manufac- 
turers of nationally advertised brands of household electrical appliances 
in the United States established resale prices under the provisions of 
such state laws, and some undertook very extensive legal proceedings 
in an endeavour to secure the observance of such prices, the informa- 
tion available indicates that larger and larger proportions of such 
goods are being sold at less than the manufacturers! resale prices. 
The term ''discount house'' has been given to stores which make a 
feature of the sale of branded lines at a large reduction in price, but 
the sale of goods at a discount is by no means confined to such estab- 
lishments. In an article on discount houses in Life magazine of 
August 9, 1954, reference is made to an estimate by the National 
Retail Dry Goods Association that 95% of all electrical appliances sold 
in New York now are sold at a discount. The same article contained 
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an estimate from another source that in Los Angeles County discount 
houses account for 55 to 70% of the sale of major appliances, suchas 
refrigerators, ranges and washers. The New York Times om November 
14, 1954, made the following reference toa survey of discount selling 
by the United States Chamber of Commerce: 


"The United States Chamber of Commerce last week 
reported that fully 18 per cent of all retail sales, or about 
$25,000,000,000 a year, were made by discount outlets of 
some type. It further reported that merchandise sold ata 
discount (including that sold at regular stores) totaled a 
whopping $50,000,000,000 a year.'"' 


Professor F. W. Gilchrist of the University of Southern 
California, speaking to the annual meeting of the American Marketing 
Association in Detroit on December 28, 1954, (1) referred to the 
estimate made by the United States Chamber of Commerce and also to 
an estimate of discount sales made by Sales Management. He quoted 
Sales Management as estimating ''that at the close of 1954, 30 per cent 
of the nation's retail business was accounted for by under-list selling." 


The above estimates appear to be pretty conclusive. Not- 
withstanding the legal bars raised by ''fair trade" laws, and the 
strenuous efforts of some manufacturers to enforce them, market con- 
ditions and competitive forces were such that in 1954, a very substan- 
tial proportion of all retail sales in the United States were made ata 
discount. 


The Canadian market for consumer goods differs in many 
ways from the market in the United States, but the economies of 
Canada and the United States are so inter-related that trends in one 
country may have much significance for the other. This seems to be 
the case with respect to retail distribution, which has so many paral- 
lels in the two countries, in spite of the much larger volume of trade 
carried on in the United States. More active competition has charac- 
terized retail trade in both countries during the past two years, but in 
the absence of resale price maintenance, it is possible that progres- 
sive dealers in Canada have had greater freedom to adapt their opera- 
tions to the situations brought about by changing market and economic 


conditions. 


4, Adjustment to Changed Conditions by 
Manufacturers and Merchants 
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Those factors which, in the Commission's opinion, are 
having the most significant effects on the distributive trades are 


(1) Dr. Franklin W. Gilchrist: ''The Discount House and Channels of 
Distribution" ; 
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inherent in the competitive system, and cannot be interfered with 
without injury to the effective working of the competitive process. 
These competitive factors are relied upon to secure the introduction 
and adoption of methods which will lead to greater efficiency and permit 
the greater satisfaction of consumer wants. Developments in this 
direction are of general benefit to industry and trade. They make pos- 
sible the more effective use of resources, and by widening the market 
they also make possible production in larger volume and distribution 
ona greater scale. By so doing they satisfy more wants of consumers 
at lower cost. 


As long as the backlog of consumer demands which had been 
accumulating during the period of the war and immediate post-war 
shortages had not been satisfied, traditional modes of distribution 
could be used without the dealer running the risk of putting himself ata 
serious competitive disadvantage. As this period passed and the 
greatly enlarged productive capacity for many lines of consumer durable 
goods began to make itself felt in the market, an opportunity arose for 
the development of retail outlets seeking to secure volume sales ona 
lower markup basis than had previously been regarded as traditional. 
Some indication of the increase in production in Canada of such lines 
as household electrical appliances in the post-war period is given by 
the following figures for average monthly production of mechanical 
refrigerators, domestic washing machines and radio sets in 1939 and 
inet35o2, 21953 and 1954: 


Table 29. - Average Monthly Production of Refrigerators, 
Washing Machines and Radio Sets, 1939, 1952-1954 


Mechanical Domestic Washing Radio 
Year Refrigerators Machines Sets 
(thousands) 
1939 4.29 8.66 29.0 
1952 19.74 20.67 40.5 
1953 22.84 PA a lpn, 62.8 
1954 19.67 17.94 38.1 


Source: Canadian Statistical Review 
(Dominion Bureau of Statistics) 


It appeared to be the opinion of many manufacturers of 
household electrical appliances, as expressed in representations made 
to the Commission, that production in large volume could continue to 
find a market under the customary markup structure, which had been 
developed for the distributive trades when the output of consumer goods 
was On a much smaller scale and the potential demand much more limited. 
At the same time the growth of large volume dealers operating on lower 
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margins is evidence of the fact that they are playing an important 
role in the distribution of branded goods and, inthe Opinion of the 
Commission, it seems unrealistic to imply that the lower prices of 
such dealers and the general effect of such selling in lowering distri- 
butive margins in the appliance field, have not had significant 
influence in widening the market and thus in the maintenance of high 
level purchases of such goods by consumers. 


Recently the General Electric Company which is one of the 
largest manufacturers of householdelectrical appliances in the United 
States, as its related company, Canadian General Electric Company 
Limited, is in Canada, announced that it had decided to abandon 
factory-set retail prices on almost all its major appliances and would 
make its local distributors responsible for establishing recommended 
retail prices. This action was being taken, according toa statement 
quoted by Business Week on November 27, 1954, ''to meet the 
highly competitive and volatile conditions existing within the individual 
markets.'' Commenting on the decision of General Electric Company, 
which it regarded as indicating a reversal of the trend toward greater 
reliance on the manufacturer's list or ''administered price" in the 
United States, Business Week stated: 


"In the past few years, the nature of competition in 
the appliance industry has changed markedly. These are 
some of the considerations today: 


Mass production. Appliance makers, like the car 
makers, have forced into the market the vast quantity of 
goods they must manufacture in order to keep the mass- 
production system working right. Forcing goods on 
distributors who, in turn, must force them on dealers 
has led to the existence of a lot of distressed goods. 


Discount houses. These are the inevitable product 
of the system. Manufacturers must have big low-cost 
volume. The discount houses give it to them, so they 
can't do much about fighting the cut-rate houses. Indeed, 
GE dealers charge widely that the company's own distri- 
bution branches sell to discount houses. One thing is 
certain: Discount houses by their low-cost operations 
have helped to slash the cost of marketing appliances." 


A large volume of production by a manufacturer reduces 
unit factory costs and permits him to reduce his selling prices to 
dealers. Similarly a large volume of sales by a dealer reduces 
his unit costs of operation, permitting him to lower his markup 
and thus reduce prices. Again, purchasing in large quantities 
lowers his buying costs and permits further reduction in his sell- 
ing prices. Lower prices resulting from these or other causes are 
bound to produce a widening of the market. The effect of lower 
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prices in widening the market is illustrated by an account given in the 
Vancouver Sun of December 17, 1954, of the experience of one 
Vancouver dealer in selling automatic clothes dryers. According to 
the newspaper report, production on a large scale had reduced unit 
factory costs and dealers were offered a low price for large purchases. 
The dealer in turn reduced the price to the public by about one-third. 
The newspaper reported the dealer's comments on the increased 
volume of business as follows: 


'The volume of production is giving us a price we think 
will give a big volume of sales. We are buying dryers now at 
20 times the rate we were just six months ago."' 


The Commission believes that many manufacturers and 
merchants in Canada have been too much concerned in attempting to 
maintain conventional practices and have not given sufficient attention 
to adaptations which may be necessary under present competitive 
conditions, and which are assisted by the more ready acceptance on 
the part of the public of many classes of goods, with little or no selling 
effort being required at the stage of consumer purchase. The 
Commission was impressed by the realistic attitude taken by the 
general manager of the British Columbia Division of The Retail 
Merchants! Association of Canada, in regard to the breaking down of 
trade classifications in the distribution of many consumer goods. He 
expressed his attitude as follows (pp. 2706-2707): 


"The ancient conception of trade classifications and of - 
strictly defined trade classification, is breaking down. 
Merchandise tends to be sold in the way in which it is sold 
most readily, that is to say some goods turn out readily and 
are easily pre-packaged. They tend to be sold together, 
because they lend themselves to a certain type of retailing. 

It is perhaps an advance in sales practices. 


I do not believe any association should stand in the way 
of such developments. It may be hard on one retailer to see 
an item which he has stocked for many years, and in which 
he has believed he had some proprietary right, move up and 
become established in another form. However, I believe 
that is part of the pain of retailing. . ." 


When dealers conducting their operations in a conventional 
manner are faced with a new development in distribution, which 
results in some product which is widely stocked being sold at much 
less than the customary markup, and yet ona profitable basis by the 
innovator, because of the change in method of handling, a decisionas 
to future dealing in the product must be made. The dealer who has 
been operating in the traditional manner must decide whether to adapt 
his method of handling the product to the new competitive technique, 
whether to give up handling the product and confine his stock to products 
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not so affected, or whether to content himself with serving that part 
of the public which is more interested in service than in price, and by 


so doing probably suffer some loss in volume of sales of the parti- 
cular article. 


5. Changing Pattern of Distribution 


The growth in the Canadian market for consumer goods and 
changes in the buying habits of consumers have provided the oppor- 
tunity, in our dynamic economy, for new methods of distribution to be 
tried out and to be given wide development when they have found 
favour with the buying public. The pattern of distribution has never 
been a static one in Canada, and each period of development has 
required that adjustments be made to new situations. In the current 
period shifts in distribution are tending, in some fields, to cut 
across traditional lines, both in regard to classes of commodities and 
methods of dealing inthem. The maintenance of large-scale produc- 
tion of consumer goods has provided the stimulus for volume selling, 
which some dealers have secured by purchasing in quantity and selling 
on narrower margins. The greater acceptance by consumers of goods 
on the basis of manufacturers’ brands has enabled dealers seeking 
large volume sales to narrow the range of services and facilities 
offered to the public and at the same time perform the essential func- 
tions of distribution. 


The desirability of providing opportunity for the develop- 
ment of new methods of distribution was stressed ina recent report 
prepared by the Organisation for European Economic Co-operation 
under the title ''Productivity in the Distributive Trade in Europe". 
Although the authors did not refer to developments in North America, 
their conclusions as to the most important lines for improvement are 
of considerable interest. The following comments were made in the 
report in regard to innovations in the field of distribution: 


"Fourthly there is the need to encourage and permit the 
unfettered development of new ideas, new methods and new 
techniques in distribution. In relation to the narrow issue of 
the cost of distribution it is probable that only by the develop- 
ment of new methods of distribution that cut across traditional 
ways and that limit in some respects the volume of services 
provided to the consumer will any significant reduction be 
achieved. A reduction in the actual cost of distribution is of 
course not the single aim of efforts to improve productivity in 
distribution. The provision of more services and services that 
are better suited to the wishes of the consumer may be the aim 
in some instances while reductions in cost the aim of others. 
But the advocates of both policies must accept the consumer, 
educated it is hoped as outlined above, as the arbiter between 
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the different methods and techniques rather than the organisations 
of existing distributors or Governmental bodies." 


One of the purposes of using a brand in the distribution of 
consumer goods is to secure the identification by the consumer of a 
specific article with a particular manufacturer. All the manifold 
means of advertising are employed to this end and a manufacturer who 
is highly successful may then use the same brand as a means of 
identification for widely differing types of articles. It was evident in 
the inquiry that many manufacturers of nationally advertised products 
had succeeded in their objective. Many indications were given that 
consumers are placing increasing reliance upon brands in making 
their appraisal of goods before purchasing. The function of informing 
the consumer of the desirable qudlities of an article and of enabling 
him to make such comparisons as he thinks necessary is being per- 
formed to an increasing extent by the manufacturer. The consequence 
is that the role of the dealer in cultivating consumer demand is 
becoming less important, and self-selection by the consumer increas- 
ingly more important. It also was evident in the inquiry that 
increasing reliance by consumers on brand names widened the creation 
of demand through personal contact among householders. Surveys 
were referred to which showed that the incentive to purchase in many 
cases was the result of the satisfaction a friend had obtained from a 
particular branded article. The reliance of consumers upon manufac- 
turers' brands may be said to produce cumulative effects, as the wider 
acceptance of his product leads the manufacturer to extend his adver- 
tising and other promotional activity and the greater the impact of 
such promotion on the market the greater will be the reliance of the 
consumer on brands and brand names, if satisfaction has been secured 
by himself or his friends on earlier occasions. The manufacturer of 
branded goods has thus become more directly concerned in the response 
of consumers and in seeing that they remain satisfied with his products. 
Manufacturers in some areas and for some lines of appliances have 
assumed the responsibility of servicing products in consumers!’ hands, 
which, of course represents a shift of function from the dealer to the 
manufacturer. 


6. Change to a Buyers! Market 


During the time of shortages in the war and post-war 
periods a backlog of demand was built up for many lines of consumer 
durable goods. This unsatisfied demand was the result not only of the 
suspension of production or the limited output during the war and 
immediate post-war periods, but also of the rise in consumer incomes 
and the growth of population. While this backlog of demand was being 
overtaken there existed what may be loosely called, "a sellers' market", 
where the emphasis was more on customers seeking goods than on 
goods seeking customers. The situation in Canada was also affected 
by the limitation of imports, asa part of currency controls, during the 


- 257 - 


years 1948 to 1950, the removal of which coincided with the upsurge in 
buying occasioned by the outbreak of the Korean War. 


The sustained demand for consumer durable goods led to the 
expansion of capacity by existing producers and also to the entry of 
many new firms into various fields of manufacturing and distribution. 
The backlog of consumer demand was overtaken more quickly for some 
goods than for others, but by the latter part of 1952 and still more in 
1953 there were clear indications that the change had taken place in 
most lines from a sellers' toa buyers! market. With the expansion 
which had taken place in the number of manufacturers and dealers in 
Canada, the enlargement of productive capacity and the increase in 
imports, the change froma sellers' toa buyers' market necessarily 
altered substantially the competitive situation in the production and 
sale of consumer durable goods. 


Manufacturers! efforts to maintain large volume sales under 
the conditions of a buyers' market have led to renewed emphasis on 
model changes in many lines of consumer durable goods. With the 
greatly enlarged scale of output compared with pre-war years, changes 
in models have added a further strong competitive factor in the more 
recent period, by the recurrent pressure to find outlets for models 
being discontinued, before the new models are in full production. 


7. Price Competition in the Sale of Branded Goods 


It was frequently represented to the Commission during the 
hearings by some representatives of both manufacturers and dealers 
that price competition in the sale of a particular branded article had 
the effect of lessening consumer preference for the article and reduc- ~ 
ing purchases. In other words, it was suggested that the affording to 
the consumer of an opportunity to purchase a branded article ona 
competitive price basis as between dealers would lessen the consumer's 
goodwill toward the manufacturer's brands. The Commission considers 
that the weight of the evidence in the inquiry does not support these 
representations. No positive evidence was submitted which would indi- 
cate that a consumer's attitude toward a branded article became less 
favourable if he found that he could purchase it at a lower price, and 
in fact the evidence which was given as to the quantities of certain 
branded articles, which were bought in brief periods when a substan- 
tial price reduction was advertised, points in the opposite direction. 


It was contended by some manufacturer and dealer representa- 
tives that, while price competition in the sale of branded articles might 
not affect the consumer's goodwill, a manufacturer might find that 
some dealers would give up stocking an article if they were unable a 
sell it at a price which would give them what they considered a profit- 
able markup, in the face of strong competition from other dealers 


offering low prices. They further contended that some dealers who 
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continued to stock the article would fail to display it properly or to 
push its sale, and would even disparage it in favour of another article 
on which a larger profit could be made. It is reasonable to assume 
however that the lower the price of an article in favour with consumers 
the larger will be its sale, and there was no evidence to establish that 
this principle did not apply in the case of branded consumer durable 
goods. If a manufacturer loses some dealers who are unable to adapt 
their handling of his product to a competitive market it does not follow 
that his over-all sales volume will suffer. The interest of large volume 
sellers to maintain and increase sales volume and the widening of the 
market through lower prices will be potent factors in sustaining trade 
in the manufacturer's product. There is also the factor that dealers 
who wish to maintain patronage will find it undesirable to discontinue 

a line which is in strong demand by consumers, even if the margin 
which they can obtain is not as large as they previously enjoyed. No 
proof satisfactory to the Commission was offered that over-all sales 
volume had in fact suffered in any instance in Canadian business. 


In a good deal of the evidence in support of the argument that 
goodwill might be lost through active price competition there was an 
implication that current economic conditions might be changed, through 
some means, into those which had prevailed during the post-war sellers’ 
market. In this respect there was an apparent failure on the part of 
some dealers and manufacturers to face the present situation of a 
buyers! market and consider realistically what adjustments might be 
necessary to meet current conditions. It is the opinion of the 
Commission that, when it is fully grasped that methods which may 
have been appropriate ina sellers' market may require modification to 
meet the conditions of a buyers! market, means will be found to over- 
come some of the difficulties which have been encountered or are anti- 
cipated. There are indications that in the United States sucha 
realistic appraisal has been made in some manufacturing and trade 
sections, and new methods are being tried out to meet the conditions 
of more active competition. There is reason to expect that similar 
re-appraisal is being made in Canada although the public evidence is 
not as clear. 


8. Premiums and Coupons 


The Commission does not consider that the use of premiums 
and coupons is related to the question of loss-leader selling. Premiums 
and coupons are generally employed in retail trade to increase the 
sale of specific goods. In some cases they may havea "leader" func- 
tion, as where the offer of a premium depends upon total purchases of 
a certain minimum value. And, of course, the advertising of premiums 
and the use of coupons by a retailer tend to draw people to the store. 
While premiums were objected to in some quarters as depriving trades 
which regularly stock articles which others use as premiums, of the 
sale of such articles, it was not apparent that the alleged loss of sales 
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from this cause differed from the loss of other potential business 
which might be occasioned by other forms of competition? To attempt 
to control the use of premiums and coupons which are not employed in 
a deceptive way would constitute a far-reaching interference with the 
private conduct of business. The Commission has not been convinced 
that there are indications of actual or probable abuse of the use of 
premiums and coupons which would justify consideration of legislative 
action to prevent it. The use of premiums and coupons on an exten- 
sive scale must be a relatively costly type of promotion, and there are 
indications that the attitude of consumers and of retailers, where the 
latters' co-operation is necessary to the success of the promotion, 
may place a sufficient check on any abuse of this type of advertising. 


9. Misleading and Bait Advertising 


Some persons who appeared before the Commission stated 
that a large part of the disturbance which they considered had been 
created in the retail distribution of household electrical appliances in 
the past year or so should be attributed to the nature of the advertising 
employed by certain dealers ina few large market areas. It was 
contended that advertisements of a misleading, if not actually fraudulent, 
character were used in an extensive way. While others held that mis- 
representation was not employed by the dealers who had been most 
successful in building up their businesses through advertising low 
prices, the belief appeared to be held rather generally that there 
should be some correction of a good deal of advertising in this field. 
The more common practices alleged to involve misrepresentation or 
fraud were described as: (a) the advertising of manufacturer's retail 
list prices which had no relation to current market prices as a basis 
of comparison with the offered price; (b) the use of an illustration Giri 
a higher-priced model to describe a model of lesser value; (c) the 
advertising of models not in stock or in token supply only to attract 
possible customers to whom highly profitable articles might be sold 
instead of those advertised; (d) the advertising of fictitious trade-in 
allowances, coupled with an unreal ''regular'' price, to give the 
impression of a true bargain, while, in fact, the resulting price to 
the consumer involves no real reduction or only a much smaller reduc- 
tion than the trade-in offer would suggest. 


There was some evidence that dealers had been encouraged 
to develop practices of these kinds by the actions of some manufac- 
turers who did not reduce suggested retail list prices, even when the 
price to a dealer had been sub stantially reduced by the manufacturer. 
Such actions would certainly encourage the offering of a real reduction 
in price through the medium of inflated trade-in values, the dealer 
ostensibly keeping to the suggested list price. In other evidence it 
was suggested that manufacturers regarded more favourably the action 
of a dealer who reduced the retail price by way of trade-in allowance 


rather than by outright cut in price. 
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There is little question that the circulation of list prices by 
manufacturers has provided the setting for a good deal of the types of 
advertising which were criticized before the Commission. Where 
retail list prices are quickly superseded by competitive prices, where 
the clearing by the manufacturer of over-stocked or past season models 
provides a new cost basis for dealers or where list prices are estab- 
lished or are continued so as to encourage dealers to make inflated 
trade-in offers, it frequently becomes difficult in some circumstances 
to distinguish between forms of promotional activity which are regarded 
as customary in the trade and those which constitute abuses. There 
can be no question, of course, where a merchant advertises an article 
which he does not stock or has no intention of selling to a prospective 
customer, whom he hopes to lead into buying something else. Simi- 
larly there is no question as to the detrimental character of advertis- 
ing which misrepresents the nature of goods by using a false illustra- 
tion or other inaccurate description, or which misrepresents the 
value of goods by using a list price which the manufacturer has 
abandoned. The provisions of the former Section 406 of the Criminal 
Code, now Section 306 of the revised Code, are clearly aimed at 
advertising which is untrue, deceptive or misleading, and the 
Commission has been puzzled why no efforts appear to have been made 
by trade or other interested groups, or by individual firms, to seek 
redress under these provisions, in regard to cases of a false or mis- 
leading character, particularly where the abuse is regarded as 
flagrant. 


There would also appear to be opportunity for dealers and 
manufacturers, anxious to check the use of false and misleading 
advertising, to co-operate more fully with the Canadian Better 
Business Bureaux, which are devoted to fostering truth in advertising 
and to opposing fraud and deception and other unethical practices in 
advertising or selling. The greater the support which the Better 
Business Bureaux are able to enlist in their work, the more effective 
their activities should be in improving standards of advertising. 
Publishers of newspapers probably are not in a position to undertake 
the checking in advance of statements contained in the advertisements 
they publish. Nevertheless it could be expected that if, as a result of 
the work of a Better Business Bureau or of others similarly interested 
it was established that an advertiser was deliberately misleading the 
public or making fraudulent claims, a publisher would be prepared to 
take steps to assist in safeguarding the readers of his journal from 
any repetition of such misrepresentation. In the case of at least one 


Toronto newspaper the evidence indicates that precautions of this kind 
are currently being taken. 


10. Distribution of Cigarettes 


The general acceptance by cigarette manufacturers of large- 
scale food chains as direct wholesale buyers has led to a new 
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competitive situation in the sale of standard brands of Cigarettes. The 
competitive pricing of standard brands of cigarettes on the basis of the 
lower costs available to large-scale food chains has been represented 
by some trade groups as a disturbing element of serious character, 
which may undermine traditional methods in the distribution of tobacco 
products. One group of tobacco retailers, while regarding the chain 
store distribution of cigarettes on the lower cost basis as equally dis- 
turbing to the trade, raised the question as to why cigarette manufac- 
turers, in making it possible for large-scale food chains to purchase 
as direct wholesale buyers, have provided no opportunity for groups 
of independent retailers, willing and able to accept deliveries in the 
Same manner and on similar scale, to purchase on equally favourable 
terms. The Commission raises no question of the economic justifi- 
cation for tobacco manufacturers accepting certain food chains as 
wholesale distributors. However, having taken this action, which 
appears to have been a major cause of the difficulties of which inde- 
pendent tobacco retailers complain, the Commission feels that the 
manufacturers should assume the responsibility of not denying to 
independent retailers the opportunity to organize their purchases 
effectively on a group basis, soas to secure for themselves a cost 
price for cigarettes as nearly as possible comparable to that of the 
large-scale food chains. In so far as the retail pricing of cigarettes 
is concerned, the Commission does not believe that there is justifica- 
tion for distinguishing the distribution of cigarettes from other classes 
of consumer goods which are competitively priced. Under such condi- 
tions the consumer may make the choice between a saving in price 
with a minimum of service and a higher price witha greater measure 
of convenience and service. 


11. Conclusions as to Loss-Leader Selling 


(1) From a trade viewpoint loss-leader selling is not defined ina 
specific manner. It is a term which is commonly applied to any 
situation where one dealer emphasizes price in newspaper or 
other advertising, in a manner which other dealers regard as 
disadvantageous to their operations. 


(2) The Commission has found that the term "'loss-leader selling'’ may 
be applied by trade groups to any level of pricing, extending from 
a price in any degree lower than the manufacturer's suggested 
resale price to a price at or below net purchase cost. 


(3) The advertising of a price less than the manufacturer's suggested 
resale price has been described as loss-leader selling, without 
regard to the profitability of the sale of the specific article so 
featured by the advertiser, even if the actual monetary return from 
the sale of that article is greater than would be obtained otherwise. 


(4) In view of the great diversity in the situations to which the term 


(6) 
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"loss-leader selling'' was applied and the impossibility of finding 
any basis for reconciling the frequently divergent features 
attributed to loss-leader selling, the Commission has concluded 
that no constructive purpose would be served in seeking to finda 
definition in what would have to be anarbitrary manner. It is 
obvious that, if the words ''loss'' and "'leader'' were incorporated 
with their real meanings ina definition, a great deal of selling 
which has been the subject of representations in the inquiry would 
be excluded immediately. At the same time, any definition drawn 
ov an arbitrary basis might well include types of selling which 
should be regarded as unobjectionable even from a narrow trade 
viewpoint. 


In the Commission's view, what the representations in the inquiry 
have actually been concerned with, have been various forms of 
price competition and advertising methods related thereto. Price 
competition in distribution is given varying emphasis depending on 
economic conditions and changes in distributive methods. The 
Commission therefore, has examined the representations in the 
light of such factors. It considers that an appraisal on this basis 
will be more productive than the application of an arbitrary defini- 
tion from the viewpoint of gaining an understanding of the various 
situations which have been the subjects of representations in the 
inquiry. 


A merchant may sell goods at or below his net purchase cost to 
clear end of season or broken lines, to raise money to meet urgent 
cash requirements, to dispose of discontinued lines of goods and 
so on. In these and similar cases where the purpose is simply one 
of disposing of the goods so priced, competitors are not likely to 
be greatly concerned, although there may be some question at 


times as to the bona fide nature of the sale and as to the time chosen 


for making such clearances. The situations, from the standpoint 
of price, which have been the subjects of representations to the 
Commission, are of a different character to the foregoing. In 
almost all cases, they involved situations where a merchant, for 
the purpose of maintaining or increasing his general volume of 
business, either spasmodically or persistently features articles 
at prices which are regarded as significantly below the level of 
prices of such articles, based on traditional practice in the trade. 


The information which has been obtained in the inquiry indicates, 
in the Commission's view, that sales below net purchase cost for 
the purpose of increasing the seller's general sales volume are 
made infrequently, and when such selling is engaged in it is gene- 
rally for periods of short duration. The offering of goods in such 
a manner appears to result from active competition among mer- 
chants of comparable standing, and not from market domination 
by any one dealer or group of dealers. Such sales are usually 
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restricted to a very limited range of articles. While they may 
create some immediate disturbance for merchants not ina posi- 
tion to sponsor a similar sale, the infrequency of their occurrence 
and the small number of lines affected make it unlikely that there 
would be any lasting effects in comparison with the much more 
substantial influences apparent in the field of distribution. 


(8) If, as appears to be the case, selling below net purchase cost for 
the purpose of increasing the general business of the seller is an 
infrequent occurrence in the field of retail trade, questions as to 
the degree of price competition must necessarily relate to the 
relative markup over cost applied by different types of dealers and 
in different channels of distribution. The practice of resale price 
maintenance had been built up on the theory that a common minimum 
retail markup is required for the general sale of a branded 
article. The actual situations which have been examined in this 
inquiry show that this is not the case. Under the stimulus of com- 
petitive selling, ways have been found by enterprising dealers to 
reduce margins below the levels previously regarded as traditional. 
It has not been contended that those dealers who have been most 
successful in this way have been operating unprofitably, and it is 
obvious that such could not be the case in view of the growth which 
has been achieved. In the Commission's opinion it is the general 
level of prices established by some large-volume dealers and not 
the featuring of specific articles which has been the most signifi- 
cant factor in the recent period, notwithstanding that such 
featuring of specific articles has sometimes been quite prominent. 
From the information put before the Commission it appears that 
in some market areas and for some products, particularly house- 
hold electrical appliances, groceries and cigarettes, there has 
been a lowering of distributive margins over a considerable part 
of the trade, to the consequent advantage of the consumer. In 
their general aspects, therefore, such developments indicate the 
effective working of the competitive system and not an abuse of 
competitive selling. 


(9) The evidence before the Commission in regard to the sale of what 
are called "traffic lines" of electric appliances illustrates some 
other aspects of competitive selling. Representations were made 
to the Commission by several manufacturers and trade groups 
that popular branded ''traffic line s'' such as electric polishers, 
food mixers, irons, kettles, etc., were persistently being sold 
by some dealers in metropolitan markets at very low prices. The 
evidence shows that such appliances are distributed by the manu- 
facturer through wholesale dealers to retailers and, in some cases 
as well, by the manufacturer through his own wholesale division to 
retailers. The manufacturer normally suggests both a retail 
price and the prices in single units or in quantity on sales by a 
wholesaler toa retailer. Some large volume dealers consider the 
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margins suggested by the manufacturer to be too wide, and the 
application of what they regard as a profitable and realistic markup 
results in a price substantially lower than that suggested by the 
manufacturer. The price of such dealers may be lowered further 
if they purchase such articles in large quantities and secure from 
the wholesaler a lower cost price than that suggested by the manu- 
facturer. Apart from situations of this kind which are of the 
nature of those already discussed, traffic appliances appear to 
have been featured at low prices by some dealers as a method of 
maintaining consumer interest. In some cases the articles have 
been featured as a special sale at prices which provided a margin 
over cost, and, because of the large quantity sold with little or no 
increase in general costs, the dealer found the sale profitable, 
even with a reduced margin on each unit. In this respect the 
dealer's action is somewhat similar to that of a manufacturer who 
attempts to widen the market for his product by substantially re- 
ducing the price. According to trade reports R.C.A. Victor 
Company in the United States recently reduced the price of long- 
playing records, (!) by as muchas 40% in some cases, presumably 
in the belief that such a substantial reduction would greatly enlarge 
its volume of sales. Although it was argued by some trade repre- 
sentatives that a permanent reduction in price by a manufacturer 
differed from a special price for a limited time by a dealer, the 
Commission believes that both are designed to attract and make 
effective consumer demand which was not reached at the higher 
price: 


Because of the increasing popularity of certain branded lines 
of traffic goods, they appear to have been used by some sellers as 
a regular item for advertising purposes, and rivalry among 
dealers who rely heavily on advertising appears to have resulted 
in traffic appliances being featured consistently in some markets 
at relatively low prices. Only one or two instances were actually 
described as sales below net cost to the seller, but in some others 
it was indicated that keen competition had lowered margins some- 
what more than would have prevailed under other conditions. It 
may be that a condition is developing in the sale of such standard 
lines, similar to that which has long existed in the grocery field, 
where some staple lines are consistently sold at very low markups. 
To the extent that the featuring of traffic appliances is used merely 
as an advertising method it does not appear likely to produce effects 
which would differ from other advertising devices employed exten- 
sively. As long as the articles are kept in supply and made 
attractive to the public, consumers will secure the advantages of 
lower prices and the manufacturers will have the benefit of a 


Reductions in prices were also made by R.C.A. Victor Company, 
Ltd., in Canada. 


- 265 - 


larger demand. 


(10) It is the opinion of the Commission that the difficulties which some 
manufacturers' and dealers' organizations have found in recent 
developments in the field of distribution are not, in the main, the 
result of the feature selling of specific articles at extremely low 
prices, which would necessarily be involved if loss-leader selling 
were used as a monopolistic device, but are the result of the 
working out of competitive processes in response to changing 
conditions. 


12. Conclusions as to the Need of Remedial Measures 


It will be evident, from the conclusions reached by the 
Commission on each phase of the inquiry, that no recommendations 
are made at this time for legislative action. The evidence in the 
inquiry disclosed many developments in distribution, some of which are 
unquestionably causing serious and sometimes painful difficulties for a 
number of retailers and, in some cases, for wholesalers as well. In 
so far as these difficulties are related to selling practices examined in 
the inquiry, they appear to be confined to a few large metropolitan 
centres and to a few lines of trade only. Even in those areas and lines 
of trade, we have found that the difficulties are not being caused in any 
significant degree by loss-leading practices of a monopolistic nature, 
but arise out of changes being brought about by the action of normal 
competitive forces. 


It is probably true that the abolition of resale price mainte- 
nance has intensified the operation of competitive forces, thereby 
quickening the development of these changes. Such changes are to be 
expected in a dynamic economy, and, while they may create difficulties 
for some dealers in certain segments of trade, they are productive of 
benefits to the public which are perhaps most noticeable in the reduc- 
tion of costs and corresponding reduction in prices. 


It must be remembered that in our free economy competi- 
tion is the great regulating force that operates in the public interest, 
compelling producers, manufacturers and merchants to seek con- 
stantly to improve their methods of production and distribution, so 
that the prices of their goods as well as their quality will appeal to 
the buying public. Any legislative interference with freedom of compe- 
tition, therefore, requires for its justification substantial proof of the 
serious character of the evil it is designed to correct. 


The evidence indicated that at least up to the time of the 
inquiry, instances which could be considered as suggesting the possi- 
bility of grave loss-leading had been quite exceptional and sporadic in 
nature, clearly insufficient to warrant new legislation for suppression 
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or control. Nor have we found proof that the abolition of resale price 
maintenance has led to practices or conditions such as the MacQuarrie 
Committee had in mind when it spoke of loss-leaders as a monopolistic 
device detrimental to the public interest. 


As indicated earlier in this report, Section 412 of the 
revised Criminal Code (formerly Section 498A) provides a remedy for 
certain kinds of unfairly low pricing. If indications should appear of 
the use of monopolistic practices which are not now subject to the pro- 
hibitions of the Combines Investigation Act or the Criminal Code it 
would be possible to inquire into them under the provisions for 
general investigations contained in the Combines Investigation Act. 


Some advertising abuses have been alleged in the inquiry, 
and it is clearly desirable that advertising of a misleading and fraudu- 
lent character should be prevented. The Commission believes that 
efforts by business men themselves to raise the standards of advertis- 
ing through business organizations devoted to this purpose should 
greatly contribute to this result if whole-heartedly supported, supple- 
mented, where necessary, by action under the section of the Criminal 
Code which makes it an offence to advertise in a misleading or fraudu- 
lent way. 


(Sgd.) C. R. Smith 
Chairman 
(Sgd.) A. S. Whiteley 


Member 


(Sgd.) Guy Favreau 
Member 


Ottawa», 
March 28, 1955. 
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APPENDIX 
LIST OF WITNESSES AND APPEARANCES AT HEARINGS 


Anglin, G.G, 126-198, 217-254 
President, Eastern Bakeries Limited, St. John, N.B.; 
Director, The National Council of the Baking Industry, 
Ottawa, Ont, 


Beatty, G, —£. 1050-1106 
Vice-President and General Manager, Beatty Bros, Ltd., 
Fergus, Ont,; member of delegation, Canadian Home Laundry 
Manufacturers! Association, Hamilton, Ont, 


Dira., 5, 446-541 
Cochrane Dunlop Hardware Ltd,, Toronto, Ont,; member of 
delegation, Canadian Wholesale Hardware Association, 
Toronto, Ont. 


Black, b. E. $2221 99. uy LOU SLID 
President and Managing Director, Eddie Black Limited, 
Toronto, Ont.; member of delegation, The Canadian Associa- 
tion of Radio-Television & Appliance Dealers and The Ontario 
Association of Radio-Television & Appliance Dealers Inc,, 


Toronto, Ont. 


Bloom, A, 1050-1106 
Vice-President, The Coffield Washer Company Limited, 
Hamilton, Ont. ; member of delegation, Canadian Home Laundry 


Manufacturers! Association, Hamilton, Ont. 


Boisvert, Aime 4298-4324 
Secretary-Manager, Province of Quebec Wholesale Grocers' 


Association, Montreal, P. Q. 


Brackman, Eric 2830-3012 
Advertising Manager and Price Maker, Canada Safeway 


Limited, Winnipeg, Man. 


Bravit, lu, 5B. 4121-4240 
Past President, National Foods Division, The Retail Merchants 


Association of Canada Inc,, Toronto, Ont., and President, 
Foods Division of the Retail Merchants Association of Canada 
for the Province of Quebec, Montreal, P. Q. 
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Brooks, M, 0D; 1524-1597 
General Merchandising Manager, Northern Electric Company 
Limited, Montreal, P. Q. 


Campbell, G, 1050-1106 
General Sales Manager, The Easy Washing Machine Co,, Ltd., 
Fairbank , Ont,; member of delegation, Canadian Home 
Laundry Manufacturers! Association, Hamilton, Ont, 


Carroll, Joseph H, 1004-1018 
Toronto, Ont. 


Cary, R. 330-370 
General Manager, Drug Trading Company Limited, Toronto, 
Ont, 

Cavers, Fred R, 596-638 


President, Cavers Bros, Ltd., St. Catherines, Ont, 


Cavers, W.*\A, 596-638 
Vice-President and Secretary-Treasurer, Cavers Bros. Ltd., 
St, Catharines, Ont, 


Gawker, JG; 3651-3742 
Immediate Past President, Canadian Retail Hardware 
Association, Toronto, Ont, 


Chater, Ge A. 446-541 
President, White Hardware Limited, Toronto, Ont.; member 
of delegation, Canadian Wholesale Hardware Association, 
4 Oronto, Ont, 


Cote, Wl G, 48-125 
Sunbeam Corporation (Canada) Limited, Toronto, Ont. ; 
member of delegation, Canadian Manufacturers! Association, 
Toronto, Ont, 


Cortett, M, 2 1663-1729 
Counsel, Allied Beauty Equipment Manufacturers' & Jobbers' 
Association, Toronto, Ont. 


Crawford, Hugh 2830-3012 
Vancouver Zone Manager, Canada Safeway Limited, Vancouver, 
Be G. 

Crelinsten, Abe 1773-1802 


Proprictor, The Musit Bar inc Montreal, ©... 


Crowder, J. T. 446-541, 1636-1662 
Secretary-Manager, Canadian Wholesale Hardware Association, 
Toronto, Ont, 
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Gorrie. Di. G; 48-125 
Charles E, Frosst & Co,, Montreal, P.Q.; member of 
delegation, Canadian Manufacturers' Association, Toronto, Ont, 


Darroch, HH, G. 902-1033 
Vice President, Moffats Limited, Toronto, Ont,; member of 
delegation, Canadian Electrical Manufacturers Association, 
Toronto, Ont, 


Deachman, Grant 2621-2828 
General Manager, Retail Merchants! Association of Canada, 
British Columbia, Vancouver, B, C. 


Dineberg, Cecil 1202-1302 
Member of delegation, Retail Tobacco Association of the 
Province of Quebec, Montreal, P, Q. 


Dollar, Doug 300-329 
Mercury Photo Service Ltd., Toronto, Ont,; member of de- 
legation, Master Photo Dealers! & Finishers' Association, 
Toronto, Ont, 


Dorion, Paul 1202-1302 
Secretary, Retail Tobacco Association of the Province of 
Quebec, Montreal, P. Q. 


Dubuc, Paul 2201-2301 
Sales Manager, Génin Trudeau & Cie Limitée, Montreal, P.Q. 


Duck, George 2536-2619 
Member of delegation, Victoria Branch, Canadian Association 


of Radio & Appliance Dealers, Vietoria, BoC. 


Duhamel, A. J. 1402-1442 
Président, L'Association des Distributeurs de Tabac en Gros 
de la Province de Québec et L'Association des Marchands de 
Tabac en Gros de l'Est de la Province de Québec, Montreal, P.Q. 


Erskine, F, 446-541 
Wood, Alexander Limited, Hamilton, Ont.; member of delega- 
tion, Canadian Wholesale Hardware Association, Toronto, Ont. 


Esper, John 2428-2467 
Proprietor, Star Radio Co,, Edmonton, Alta. 


Parr. G. 371-445, 4101-4120 
President, The Toronto Retail Tobacconists Association, 


Toronto, Ont, 


. DRO 


Finlayson, Stuart M, 1803-1841 
President, Canadian Marconi Co,, Montreal, P. Q; Chairman 
of the Committee, The Radio-Television Manufacturers' 
Association of Canada, Toronto, Ont, 


Pitzpatrickh, 1. Fs, ot. 48-125 
Sales Manager, Sunbeam Corporation (Canada) Limited, 
Toronto, Ont,; member of delegation, Canadian Manufacturers' 
Association, Toronto, Ont, 


Fitzpatrick, lsh: 902-1003 
President, Sunbeam Corporation (Canada) Limited, Toronto, 
Ont,; member of delegation, Canadian Electrical Manu- 
facturers Association, Toronto, Ont, 


Flanders, Paul E, 902-1003 
General Manager, Kelvinator of Canada, Limited, London, 
Ont.; member of delegation, Canadian Electrical Manufacturers 
Association, Toronto, Ont, 


Forst, Alex 2621-2828. 3089-3135 
Vice-President, Forsts Ltd., Vancouver, B.C.; member of 
delegation, Retail Merchants! Association of Canada, British 
Columbia, Vancouver, B. C. 


Fournier, lL, P, 2201-2301 
Credit Manager, Génin Trudeau & Cie Limitée, Montreal, P.Q. 


Franklin, John 596-638 
Counsel, Cavers Bros: Ltd. , St- ‘Gatharines, Ont. 


George,Willis 48-125 
Ottawa Representative, Canadian Manufacturers! Association, 
LOYvOmion Ont. 


Gilbert, David A, 3450-3566 
President, The Retail Merchants Association of Canada Inc,, 
Loeronto, Ont, 


Gilmour, Roy M, 3651-3742 
Managing Director, Canadian Retail Hardware Association, 
Toronto, Ont, 


Gobeil, C.A, 1636-1662 
Vice-President, Lewis Brothers Limited, Montreal, P.Q,; 
member of delegation, Canadian Wholesale Hardware 
Association, Toronto, Ont, 


Gorfinkel, H. J, 199-216, 1202-1302. 3567-3612 
Honourary President, Retail Tobacco Association of the 
Province of Quebec, Montreal, P. Q. 
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Goslett, R. E. 1663-1729 
Propriretor,7R; ExeGoslett)) Montreal; P,Q. ; member of delega- 
tion, Allied Beauty Equipment Manufacturers' & Jobbers' 
Association, Toronto, Ont, 


Goutal Ji; 330-370 
President, Drug Trading Company Limited, Toronto, Ont, 


Graban, Mrs, Clifton 1730-1771 
President, Ottawa Branch, Canadian Association of Consumers, 
Ottaway Ont: 


Graham, Ron 300-329 
Greyhound Photo Services Ltd,, Toronto, Ont.; member of 
delegation, Master Photo Dealers' & Finishers' Association, 
Toronto, Ont. 


Grant, ‘M.D; 2305-2426 
National President, National Foods Division, The Retail 
Merchants Association of Canada Inc,, Toronto, Ont, 


Grether, Ewald T. 3246-3329 
Professor of Economics and Dean of School of Business 
Administration, University of California, Berkeley, Calif, 


Grossman, Max 3136-3167 
Counsel, Wosk's Limited, Vancouver, B. i 


Heagle, W. D. 126-198, 217-254 
President, National System of Baking Limited, Hamilton, Ont, ; 
President, The National Council of the Baking Industry, 
Ottawa, Ont, 


Hodgins, W. G. 722-759 
Secretary and Treasurer, The Canadian Association of Radio- 
Television & Appliance Dealers and the Ontario Association of 
Radio-Television & Appliance Dealers Inc., Toronto, Ont, 


Hope, E.C. 3940-3968 
Economist, Canadian Federation of Agriculture, Ottawa, Ont, 


Hughes, John 1501-1523 
Vice President, Benson & Hedges (Canada) Limited, 


Montreal, P. Q. 


Hume) FR. QC. 902-1003 | 
Counsel, Canadian Electrical Manufacturers Association, 


Toronto, Ont. 


Hunter ueweGr FO, G.P'MIP; 371-445 


ounsel, The Toronto Retail Tobacconists Association, Toronto, 


nt, 
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Isaacs, Bernard 1598-1635 
Vice-President, Hartney Company Limited, Montreal, P.Q. 


Psaacs 1 so. 1598-1635 
President, Hartney Company Limited, Montreal, P. Q. 


Ivay, Wad, 300-329 
Canadian Executive Manager, Master Photo Dealers' & 
Finishers! Association, Toronto, Ont, 


Jardine, John H, 542-595 
President, Canadian Sporting Goods and Cycle Association, 
Toronto, Ont. 


Jennings, R. M. 800-901, 902-1003 
Manager, Smali Appliance Department, Canadian General 
Electric Company Limited, Toronto, Ont.; member of delega- 
tion, Canadian Electrical Manufacturers Association, 

Toronto, Ont, 


Johnson, M, A, 3651-3742 
President, Canadian Retail Hardware Association, Toronto, Ont. 


Keith, Irving, Q.C., Winnipeg, Man. 3450-3566 
Counsel, The Retail Merchants Association of Canada Inc., 
Toronto, Ont, 


Kennedy, W. C. 902-1003 
Vice-President and General Sales Manager, Frigidaire 
Products of Canada Limited, Toronto, Ont.; member of 
delegation, Canadian Electrical Manufacturers Association, 
Toronto, Ont; 


Kent, M. A, 2536-2619 
Past President, Victoria Branch, Canadian Association of 
Radio & Appliance Dealers, Victoria, B. C. 


Bratt, -<wW-0 a). 2830-3012 
British Columbia and Alberta Divisional Manager, Canada 
Safeway Limited, Vancouver, B, C, 


Lawson, Arthur D, 1019-1040 
Proprietor, Lawson Appliances, Toronto, Ont. 


Legve Kk, 330-370 
Assistant General Manager, Drug Trading Company Limited, 
Toronto, Ont, a 

Lewis, C. 639-694 


President, New Era Home Appliances Ltd,, Toronto, Ont, 


= 213 = 


Lightbown, H., 902-1003 
Executive Assistant to the President, Addison Industries 
Limited, Toronto, Ont.; member of delegation, Canadian 
Electrical Manufacturers Association, Toronto, Ont, 


MacAulay, J.A., Q.C. 2830-3012. 4246-4297 
Counsel and Vice-President, Canada Safeway Limited, 
Winnipeg, Man, 


MacDonald, T. D. ,-QsC. 9-45, 4351-4394 
Director of Investigation and Research, Combines Investigation 
Act, Ottawa, Ont. 


Macdonnell, H. W. 48-125 
Counsel, Canadian Manufacturers! Association, Toronto, Ont, 


Maclean, Alexander 1501-1523 
Secretary-Treasurer, Benson & Hedges (Canada) Limited, 
Montreal, P. Q. 


McCann, W. J. 2830-3012 
Divisional Manager, Canada Safeway Limited, Winnipeg, Man, 


McGaviny Dr yC; 2830-3012 
Counsel, Canada Safeway Limited, Winnipeg, Man. 


McOuat, Gordon 3651-3742 
Senior Director, Canadian Retail Hardware Association, 


Toronto, Ont. 


Majeau, C,A. 4121-4240 
Secretary, The Retail Merchants Association of Canada for 
the province of Quebec, Montreal, P, Q. 


Maley, A. F. 255-268 
Proprietor, Maley Manufacturing Company, Ottawa, Ont. 


Margo, H. 1663-1729 
Chemaco, Limited, Montreal, P. Q.; member of delegation, 
Allied Beauty Equipment Manufacturers! & Jobbers' 
Association, Toronto, Ont, 


Marpole, Harry 1803-1841 
Secretary, R.C.A, Victor Company, Ltd,, Montreal, P. Q.; 
member of delegation, The Radio-Television Manufacturers' 
Association of Canada, Toronto, Ont. 


Marquez, V. O. 1524-1597 hie 
Marketing Manager, Northern Electric Company Limited, 


Montreal, P. Q. 
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May, A. 126-198, 217-254 
Managing Director, The National Council of the Baking 
Industry, Ottawa, Ont, 


Miller. 7K 45: 1636-1662 
Director of Purchases, Montreal Branch, Lewis Brothers 
Limited, Montreal, P. Q.; member of delegation, Canadian 
Wholesale Hardware Association, Toronto, Ont, 


Morrison, ‘C: "A; 902-1003 
Vice-President, Canadian General Electric Company Limited, 
Toronto, Ont,; member of delegation, Canadian Electrical 
Manufacturers Association, Toronto, Ont. 


Morrison, G,;'C. V26=198F 9217-254 
President, Morrison-Lamothe Bakery Limited, Ottawa, Ont, ; 
Vice-Chairman, The National Council of the Baking Industry, 
Ottawa, Ont, 


Mund, Vernon A, 3169-3262 
Professor of Economics, University of Washington, Seattle, 
Wash, 

Neal, R. . 1050-1106 


Manager, Hamilton Branch, Canadian Manufacturers' 
Association, Hamilton, Ont.; Secretary, Canadian Home 
Laundry Manufacturers! Association, Hamilton, Ont, 


Palmer, Neil A, 2471-2535 
Treasurer, Independent Merchants Cooperative Association, 
Victoria; B.7Gs 


Patton, A, 2471-2535 
Vice-President, Independent Merchants Cooperative 
Association, Vretoria, B,C 


Pearce, ©. 5. 1050-1106 
Manager, Laundry Equipment Section, Canadian Westinghouse 
Go, , Ltd, , Hamilton, Ont, ;-President, Canadian Home 
Laundry Manufacturers! Association, Hamilton, Ont, 


Peveril, N. E, 1636-1662 
Manager, Hardware Division, Wm, Stairs, Son & Morrow 
Ltd., Halifax, N.S.; member of delegation, Canadian 
Wholesale Hardware Association, Toronto, Ont, 


Pierce, Robert 2536-2619 
Member of delegation, Victoria Branch, Canadian Association 
of Radio & Appliance Dealers, Victoria, B. C. 


- 215 - 


Piers, Georges, 3851-3902 
Manager, Better Business Bureau of Ottawa and Hull 
Incorporated, Ottawa, Ont, 


Prud'homme, Hector 1636-1662 
A. Prud'homme & Fils, Limitée, Montreal, P.Q.; member 
of delegation, Canadian Wholesale Hardware Association, 
Toronto, Ont. 


Pynn, G.M, 902-1003; > 4524-1597 
Appliance Manager, Northern Electric Company Limited, 
Montreal, P.Q.; member of delegation, Canadian Electrical 
Manufacturers Association, Toronto, Ont, 


Rands, bw. iB, 2305-2426, 3450-3566 
3969-4035, 4121-4240 
National Secretary and National Secretary of the National 
Foods Division, The Retail Merchants Association of Canada 
Ince 7) toronto, Ont. 


Raymond, C, 1050-1106 
General Sales Manager, Brantford Washing Machines, Limited, 
Brantford, Ont.; member of delegation, Canadian Home 
Laundry Manufacturers' Association, Hamilton, Ont, 


Richard, -HPesS; 446-541 
White Hardware Limited, Toronto, Ont.; member of delegation 
Canadian Wholesale Hardware Association, Toronto, Ont, 


Ross, L. M. 446-541 
Executive Vice-President, White Hardware Limited, Toronto, 
Ont,; member of delegation, Canadian Whole sale Hardware 


Association, Toronto, Ont, 


Roy, Edouard 1636-1662 
Edouard Roy & Fils Limitée, Montreal, P, Q.; member of 
delegation, Canadian Wholesale Hardware Association, 


Toronto, Ont; 


Samis; ers 'G, 1524-1597, 1803-1841 
Commercial Manager, Northern Electric Company Limited, 
Montreal, P.Q.; member of delegation, The Radio-Television 
Manufacturers! Association of Canada, Toronto, Ont. 


shelly, AeA: 2305-2426, 3969-4035. 4121-4240 
President, O.K, Economy Stores and Shelly Brothers Whole- 
sale, Saskatoon, Sask. ; Spokesman, Retail Merchants' 
Association of Canada (Saskatchewan) Incorporated, Saskatoon, 
Sask, , and The National Foods Division, The Retail Merchants 
Association of Canada Inc,, Toronto, Ont. 
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Sider, Jack M, 3764-3820 
Business Management Consultant, Jack M, Sider & Co., 
Montreal, P. Q. 


Simpson, B, Napier 902-1003 
General Manager, Canadian Electrical Manufacturers 
Association, Toronto, Ont. 


Smith, )oe4 tue 3014-3988 
Manager-Secretary, B. C, Retail Hardware Association, 
Vancouver, B./G; 


Staples, Ralph H., 3743-3763 
President, The Co-operative Union of Canada, Ottawa, Ont, 


Stephens, John W. 3014-3088 
Chairman of Special Committee, B. C. Retail Hardware 
Association, Vancouver, B. C. 


Stevens, A, C. 1636-1662 
J. S, Mitchell & Co., Limited, Sherbrooke, P.Q.; member 
of delegation, Canadian Wholesale Hardware Association, 
Toronto, Ont, 


Stewart D, H. M. 446-541 
D, H. Howden & Co,Limited, London, Ont,; member of 
delegation, Canadian Wholesale Hardware Association, 
Toronto, Ont, 


Symmes, 6. H.-A 1107-1156 
Counsel, Sunbeam Corporation (Canada) Limited, Toronto, Ont. 


Traylor, Ry A: H, 446-541 
The Geo, Taylor Hardware Co., Ltd., New Liskeard, Ont, ; 
Dominion President, Canadian Wholesale Hardware Associa- 
tion, ,-Leronto: fOnt? 


Thomson, Melvin 2621-2828 
Thomson and Page Ltd., Vancouver, B.C.,; member of 
delegation, Retail Merchants Association of Canada, British 
Columbia, Vancotvers BeC. 


ALG Vig e Bes 3330-3387 
Vice-President, Imperial Tobacco Company of Canada 
Limited, Montrealiulr. ©: 


Toupin, Rev, Antoni, O, M.I, 3743-3763 
Secrétaire, Le Conseil Ontarien D'Orientation Populaire 


(Ontario Section of Le Conseil Canadien de la Cooperation), 
Ottawa, Ont. 


———— — <<“ ~—  -”  ~ 
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Tower, Ry 5S, 371-445 
Counsel, The Toronto Retail Tobacconists Association, 
Toronto,, Ont: 


Trudeau, Paul 2201-2301 
President, Génin Trudeau & Cie. Limitée, Montreal, P. Q, 


Tyas, sean ; 542-595 
Vice-President, Canadian Sporting Goods and Cycle 
Association, Toronto, Ont, 


Valieve, J. M. 1202-1302 
Member of delegation, Retail Tobacco Association of the 
Province of Quebec, Montreal, P. Q. 


VanMell, Herman T, 1107-1156 
Director and Secretary, Sunbeam Corporation (Canada) 
Limited, Toronto, Ont.; Counsel, Sunbeam Corporation, 
Chicago, Ill. 


Vauteiet, Mrs; H, E,!, CyB E,. 1730-1771. 3903-3939 
National President, Canadian Association of Consumers, 
Ottawa, Ont, 


Waddell, E. W. J. 695-721 
President, Waddell's Sound and Radio Limited, Windsor, Ont, 


Walker RoE, 2305-2426 
Provincial Secretary, Retail Merchants' Association of 
Canada (Saskatchewan) Incorporated, Saskatoon, Sask, 


Ward, W. G. 902-1003 
General Manager, Appliance Division, Canadian General 
Electric Company Limited, Toronto, Ont. ; member of 
delegation, Canadian Electrical Manufacturers Association, 


Toronto, Ont. 


Wardle, 'P. J. 542-595 
Executive Secretary, Canadian Sporting Goods and Cycle 
Association, Toronto, Ont. 


Waterhouse, A. E. 1636-1662 
Caverhill, Learmont & Co,, Ltd., Montreal, P.Q.; member 


of delegation, Canadian Wholesale Hardware Association, 


Toronto, Ont. 


Whitney, Neil A. 2471-2535 | 
Director, Independent Merchants Cooperative Association, 


Victoria, BiG, 
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Wilde, RR. -C. 800-901 
Manager, Advertising and Sales Promotion, Small Appliance 
Department, Canadian General Electric Company Limited, 
Toronto, Ont, . 


Wilsons RaeO wae ees Teed 5D wit COGS 
Counsel, Eddie Black Limited, Toronto, Ont.; member of 
delegation, The Canadian Association of Radio-Television & 
Appliance Dealers and The Ontario Association of Radio- 
Television & Appliance Dealers Inc,, Toronto, Ont, 


Wilson, Mrs, V. W. G. 1730-1771 
Provincial President, Canadian Association of Consumers, 
Quebec Branch (English), Montreal, P. Q. 


Winder, K.P. 902-1003 
Sales Manager, Kelvinator of Canada, Limited, Toronto, Ont, ; 
member of delegation, Canadian Electrical Manufacturers 
Association, Toronto, Ont, 


Wosk, Ben 3136-3167 
President, Wosk's Limited, Vancouver, B. C. 
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